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LETTERS OF TRANSMITTAL

tarn 19T:1

To the member$ of the Joint Emnomie C t tee :

Transmitted herewith is It steely entitled Labor Market Im-
parts of the Private Retirement System- by Robert Taggart. This
study is Paper So. 11 in the series prepared for the Subcommittee on
risal Policy as part of a comprehensive review of income transfer
programs under the general title stwils irr Prild:f.

The views expressed in this study are those the author and do not
nessarily replvsent the vie. of Ineml's of the Joint Eunontic
nilnitt. the Sulwommittee on Fiscal Policy. or the subelanmittee

PATMANg
l'hoirman,loint Economic Com mittee.

(N.r.na:u 23.1971
lion. WRIGHT PATMAN.
(710;rmiTh., 1 ant Economic Committee,
P.S.ConrireRR,117onhington.

DEAR Mn. CHAIRMAN : TralVInitted hermit h is a study entitled The
Tiebor Market Impacts of the Private Retirement System- by Robert
Taggart. This study is Paper No. I1 in the series stod;,. irr Pithlie
lT -f later. prepared for the Subcommittee on Fiscal Poliy in its re-
view of the Nation's invoIn transfer programs.

The subcommittee demonstrated at major interest in the economic
proletns of the aged by publishing in 1967 a series Of studies entitled
(IM Aye hewn(' Amoironce. This study is in the tradition of the
earlier studies in that it examines the broad implieations of the private
pension system. One cannot view the private pension system in isola-
tion. It is important to address the etreets of the system on early re-
tirement, on labor mobility. and on income security. Private pensions
are espeeially relevant to the current studies of the subcommittee be-
cause of linkages between pensions and such public transfer programs
as social security and supplemental security income.

Congressional committees in the Ilonsr and Senate that are develop-
ing pension reform legislation will also find this study of great. inter-
est. Taggart separates fart from fiction in his discussions of: Who is
and who is not covered by private pensions? What types of age and
service requirements are most common in pension plans? And how
often are covered workers with long tenure the victims of unfair rules
causing them to lose pension benefits?

Robert I. Lerman of the subcommittee staff helped prepare the
study for publication. The views expressed in this study are exclusively
those of the author and do not necessarily represent the views of the
members of the Joint Economic Committee, the subcommittee, or the
subcommittee staff.

.MARTHA W. GBH:TITUS,
Chairman, Subcommittee on FiscalPolicy.
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First. Taggares work weakens the case for across-the-board in-

creases in soei:11 security benefits based on old formulas for computing
base level benefits. Taggart points out that the large and continuing
growth in total pension benefits represents substantial increases in
per person benefits for about half the retirees but, after a certain point,
there will lie little increose in the share of retirees receiving a private
pension. This nieans that. as current taxpayers continue to provide
across-the-board social security benefit increases. a large share of these
benefits will go to retirees with relatively high private pension income.
Social security will bmome an increasingly inefficient instrument for
putting money in the hands of the poor or near-poor aged.

Second, the fart that a large share of workers are likely to remain
uncovered by private pensions strengthens the case for splitting social
security's pet.sion function from its antipoverty function.' Present
formulas attempt to provide the most generous treatment (that
the highest amount by which benefits exceed the actuarial value of
contributions) to those who contributed least. As private pew:ions
grow. this policy may yield increasingly haphazard results. Sonic
lower earners benefiting from the redistributive aspects of the formula
will add their social security benefits to their private pensions and
end up beater tat than others with no private pension who paid more
social security taxes and received less favorable treatment under the
social security formula. Still others, who had low covered earnings
and who have no priv:e pension, will gain little from the redistribu-
tive aspeets of the social security formulas. Since many of these most
needy will receive payments from the supplemental security income
program. they will gain only $':tO per month from their social security
benefits.

Finally. some of Taggares findings demcaistrate how unfair the
social security ret iremeiit test is. A large share of aged workers receive
no private pension benefits at all. As a result, their income from
sources other than work is inadequate. It is these workers Tim must
and who do work to achieve adequate incomes. Taggart points out
that a higher share of social security recipients without private
pensions work than do recipients with pensions. Thus, the aged vorker
unlucky in not receiving it pension is often doubly unlucky in that
the ret I repent test makes difficult his attempt to use earnings rather
than it private pension to supplement his social security benefits.

t Michael K. Taussig presents the case for splitting the functions of so:dal
security in "The Social Security Retirement. Program and Welfare Reform."
in beaten In the Coordination of Public Welfare Progratnk. Paper Nn. 7. Studies
in Public Welfare. Subcommittee on Fiscal Policy. Washington, D.C.: V.S. Gov-
ernment Printing Office. .Tuly 2. 1973. pp. 14-39.

2 See Iffbert T. Lerman "Incentire Effects in Public Income Transfer Programs."
in in nine TroR.fer Prograwx: lime They Tax the Poor. Paper No. 4. Smile., in
Public Welfare. Subcommittee on Fiscal Policy. Washington, D.C.: V.S. Gov-
ernment Printing Other. Dee. 22, 1972. pp. 70-75.



PREFACE

The private retirement system consists of thousands of separate
pension and profit-sharing plans, large and small, covering employers
and employees of all types and providing retirement benefits which
range from niggardly to princely. The variation in every dimension of
these plans is so great that it is rather heroic to view diem as a "sys-
tem" and to try to assess their aggregate impacts. Yet, there is no
doubt that taken together. the growth and development of these varied
plans have had significant consequences. The welfare of those who are
eceivinr or will receive benefits has been dramatically improved. The

economy as a whole has ken affected by the accumulation of large
funds for the payment of future benefits. And the work patterns of
the labor force, epeeially of older cohorts, have been altered.

The problem is to relate developments in the thousands of separate
plans to measured aggregate changes in order to determine the dime-
tion and degree of impact. Unfortunately, there is limited data sum-

ng the characterist les of private retirement plans and measuring
the extent of their development. There is even less information which
can be used to link these characteristics and developments to their
aggregate effects.

Data and deseiptiv infomution on how profit-sharing plans op-
erate, both separately and in combination with pension plans. are par-
ticularly meager. As a result, the analysis deals almost exclusively with
the impact of pension plans. Although it is not always possible to assess
the effects of pension plans separately from those of profit-sharing
plans partly because some employers have both. these linkages should
not impart any signifiant bias to the findings reported here.

Given the diversity of the private retirement system. the dearth of
descriptive data. and the inherent problems of separating institutional
factors, especially over time, it is a difficult task to assess the manpower
implications of private pension and profit-sharing plans. One must
steer between the Scylla of false aggregation and the Charybdis of
false P. 'Tibia ion ; in other words, there is a very real danger oimissing
impt. dit variations within the private retirement system or of mis-
calulatilig. its overall impacts.

In order t41 steer this course, it is necessary to take chances. Data
must. often he used in makeshift ways where there are gaps. Inference
is also required where no direct information is available. And usually
one must tack between conceptualization, analysis of aggregate data,
and generalization from limited case studies in order to gain the best
perspective. This is the only way to deal with this subject, and hope-
fully the end justifies the means.

Many have contributed to this study. Financial support was pr'o-
' iced by the Department of Labor's Manpower Administration, and

(VII1
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pension experts in the. Department, particularly Dr. Donald M. Lan-
day and Haney E. Davis. reviewed the manuscript for aecuracy. Drs.
Charles Stewart, Sheldon Haber. and Herman Miller of the George
Washington University read and commented on the manuscript; Dr.
Robert Lerman of the Joint. Economic Committee provided many use-
ful comments. But. most import ant of all. Dr. Sat. A. Lev itan super-
vised the research and provided encouragement and assist aniv t h rough-
out.
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THE LABOR MARKET IMPAMA OF TIIE PRIVATE
RETIREMENT SYSTEM

RoltERT

1. TUE IseuEAsixo

promdth" R4e1", AON;# t
Private employee retirement plans have grown at an incredible pace

over the last two decades. developing into a massive and complex sys-
tem with a variety of social and economic ramifications. According to
the best availahle estimates, nearly 30 million or roughly half of all
private wage and salary workers were covered by private retirement
plans in 19711 (table 1).1 These plans were financed chiefly by employer
contributions, which totaled $12.6 billion. supplemented by $1.4 billion
out of employees' salaries. Some .7 million Individuals received bene-
fits amounting to $7.4 billion. or att average .S1,580 each. More than
$1:111' billion had been accumulated as reserves to pay future benefits.

The levels of coverage., contributions. benefits, ana asset acinnula-
tions, have been rising rapidly (chart 1). In 1950, only 9.8 million, or
a fourth of all private wage and salary workers were covered.2 The
number and proportion roughly doubled by 1960. to 21.2 million and
1 percent. respectively.3 Over the sixties, Increasing coverage barely
kept ahead of the growing wage and salary work force: however, the
exptutsion of retirement plan reserves was especially dramatic.

TABLE I.Nearly 80,000,000 or roughly half of all private wage and
salary workers were covered by private retirement plans in 1970

Year
Coveno te 1
end of year
(thousands)

Employer
contributions

(millions)

1

1 Employee Numher of
contrinninns btqwfielvirt

(millions) end of year
(thousands)

an.4unt of
1 otieflt

s..: loads
(millions)

Reserves
end of year

(bouons)

---.__
1950.. _
1955....
1960....
1905....
1970....

9, 800
15, 400
21, 200
25, :30()
29, 700

$1. 750
3, 280
4. 710
7, :370

12, 580

$330
560
780
990

1, 42()

450
980

1, 780
2, 750
4, 720

$370
850

1. 720
3, 520
7. 360

$12. 1
27. 5
52 0
86. F,

137. 1

t Lista include all private pension and deterred proilt-sharing plans other than those for the felt.
employed.

Walter W. Kolodruhets. "Two Decades of Employee-Benefit Plans, 1930-70: A Review," )fond
Security Hallam, April 197.:. Vali. 33. No. P.

*Executive director. National Manpower Policy Task Force.
Waiter W. Klodrubets, "Two Decades of Employee-Renetit Plans. 1950-70:

A Reviw." Norio/ Seenritm Bulletin. April 1972. Vol. 35, No. 4, p. 20. and Man -
po)r +r Retool of the Prexidf nt. /97.e i 'Wo.tilington : U.S. Government Printing
Odlee. 1972), p.174.

*Ibid.
(1)



Guam 1.The levels of coverage, contributions, benefits, and asset
accumulations have been rising rapidly.
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1 50 19g---IM30519 0
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6
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4
3

2
1

0
1953

30

EMPLOYER
CONTRIBUTIONS

BENEFITS
EMPLOYEE

CONTRMUTIONS

20 _

10

0

1955 9to 19165 19/70

COVERAGE OF WAGE AND
SALARY WORKERS

BENEFICIARIES

190 195 19 0 19.5 19 0
Source: Walter W. Kolodrubetz. "Two Decades of Employee Benefit Plans,

1950 70: A Review," Social Security Bulletin, April 1972, vol. 35, No. 4, p. 20.
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More recently, the number of beneficiaries has been increasing
rapidly as manly participants who were extended coverage in the fifties
are reaching retirement 11g11.

Though the private retirement. system is secondary to the public old -
age. survivors and disability insurance program ( OA S I ) I 1. its relative
Importance has increased over the last decade. In 1960. OASD1 cov-
ered :Om million workers, with contributions of $11.9 billion and bene-
fits totaling $11....! billion paid to 14.ti million recipients. By 1970,
coverage had been extended to 72.7 million workers. rontramtions
had risen to $31.7 billion. benefits to $31,9 billion. and the number of
recipients to 26. million.' Though the private retirement system
covered only 41 percent as many workers as OASI)I in 197(1. this was
an increase front :)s percent as many in 1960. Private retirement plait
contributions, benefits, and recipients rose from 38. 1, and 12 percent
of those under 0.1SDI in 1960 to 40.23. and 18 percent, respectively,
in 1970.

Because of the present scale of private employee retirement Onus,
their relatively recent development and their promise of cm Annie('
(though perhaps slowing) growth, they are playing an ever more
important. social and economic role. Obviously. they have a major
impact. on the welfare of retirees. Roughly an eighth of all persons 65
and over in 1967 received private retirement lai efits.. The proportion
is rising rapidly as workers made eligible by earlier covenige extol-
sions and benefit liberalizations reach retiremnt age in greater num-
bers. In 1968. 17 percent of all 62- to 65-tear-olds registering for early
or regular social- security retirement benefits or for medicare were
already receiving a private pension. and s percent more expected to
reeei cc one from their 11104 recent job.'; The piacy and availalility
of these benefits aml their Weill veness in supplementing other forms
of retirement income. are vital concerns for the welfare of the aged.

The economy as a whole is affected 1,v the money which is contrib-
uted to retirement plans each year, ana by the massive funds which
have been accumulated for future payments. The annual contribu-
tions which might otherwise iv paid as wages or dividends or retained
as profits are. instead, saved and diverted into investments. Retire-
ment funds each year account for a large share of the purchases of
corporate stocks and bonds. with sigirdivant consequences for the
growth of the economy, as well as for financial umrkets..

In addition to these welfare and aggregate economic implications,
the private retirement system has a number of possible impacts on the
labor market. netirenumt plans are an important labor-related cost to
employers, and are thus a factor in hiring. and firing decisions as well
as in collective bargaining and financial planning. Retirement plan

' Institute of Life Insurance. Idle Insurance Fact Itabk 1972 (New York : In-
stitute of life insurance. 1972. p. 44.

8 Walter Kolodrubetz "Private and Public Retirement Pensions: Findings
From the Ms Survey of the Aged," social Security Bullt tin, vol. 33, No. 9,
September 1970. p. 3.

Lenore K Bixby and Virginia Reno. "Second Pensions Among Newly Entitled
Workers: Survey of New Beneficiaries," soviat Sc curtly Bulletin. November 1971,
vol. 34. No. 11. pp. 4-5.

' United States Securities and Exchange Commission, "Stock Transactions of
Financial Institutions," Release No. 2594, June 15, 1972. (Mimeographed.)
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contributions are a concern to employees to the extent that they are a
substitute for higher wages and a way of preparing for the future.
Thus, the terms of the retirement plan can have an impact on work
patterns, especially the timing of retirement.

.INtreisshig the Impacts

The extent and implications if these various impacts are only
vaguely understood. Growth and change in the private retirement
system have been so rapid that it has been difficult to gain any perspec-
tive. There is sometimes a long lag between developments in retirement
plans and their impact on workers, since current Changes are often not
felt. until participants retire many years in the future. To a lesser
degree. the financial consequences of retirement plan changes nzay also
be delayed. Because retirement plans are so varied, it is a difficult task
to assess and measure their impact. It is also difficult to disentangle
the effects of developments in the private retirement system from other
long-run institutional changes, especially those in the social security
system.

I)espite these difficulties. efforts are being mounted to better under-
stand private retirement plans and their impacts. Welfare issues have
been explored at great length by a number of congressional committees
considering federal legislation. The financial issues have been investi-
gated by Congress, by regulatory agencies. and by independent evalua-
tors.4 A good deal of work has been done by the Department. of Labor
and various academicians to uetermine the labor market impacts."
I fortunately, this resezuvli is widely scattered and often inconclu-
sive. Aggregate data on different aspects of private retirement plans
are collected by the Department of Labor. the Social Security Admin-
istration of the Department of Health, Education, and Welfare, the
Internal Revenue Service, the Securities and Exchange Commission,
and a variety of special interest associations, but there is a great deal
of overlap and of gaps in coverage. Because of the diversity of the sys-
tem, case study data are often misleading. Research, therefore, must be
built. on rather undependable foundations. Conclusions can only be
reaelied by a careful piecing together of evidence and information and
there are no unequivocal answers.

Despite limitations in the research which has been completed to
date, and in the data sources which underlie it, policymakers are faced
with it number of critical issues which demand immediate answers.
Tht privee retirement system has evolved in the absence of any con-
sistent public policy and with little governmental regulation. Legis-
lative netion is imminent to redirect and control the development of
the system. This requires the best possible assessments of the welfare,
aggregate economic, and manpower impacts of private retirement
plans.

Interim Report of Aet;vitien of the Private Welfare and Penaion Plan Study,
1971, Senate Committee on Labor and Public Welfare, 92d Cong., 1st seas. (Wash-
ington : U.S. Government Printing Office. 1972), pp. 4-5.

"The bibliography which is included in the appendix references most of the
research completed to date on the labor market Impacts of private retirement
plans.



The Labor Market Issues

The issues related to the labor market effects of private retirement
plans are esoecially critical. Workers are retiring at a younger
and one of the primary reasons is the income available from pension
plans. If this trend continues among the large cohort now approach-
ing retirement age. labor force participation among older workers
may fall more rapidly and 'he output of the economy may be affected.
These trends and their consequences have been labeled tie "early re-
tirement time bonk" and though this may exaggerate their signifi-
cance, it correctly suggests that the issue is an important one.'"

While pensions may reduce the supply of older workers through
earlier retiretnent, they may also reduce the willingness of employers
to hire older jobseekers. The longer the period over which contribu-
tions are made for retirement, the less costly it is to the employer.
ruder the benefit formulas found in most private retirement plans.
it is more expensive to hire an older worker who will retire in a few
years than a younger one who will stay for some time. Firms with
Iligh levels of retirement. benefits might be increasingly reluctant to
hire senior citizens, foreclosing the best work opportunities.

In general. the cost of retirement plans is a critical issue to both
employers and employees. Workers have bargained for increased bene-
fits and employer contributions have mounted both in dollar terms
and as a percent of wages and salaries. Considering such contributions
as deferred wages. workers arc understandably concerned about their
prospects for receiving benefits. Employers must worry about meeting
financial commitments, both present and future. There is a growing
conflict between the rising expectations of workers (and legislators)
and employers' ability to pay.

Retirement plans may also have an effect on the mobility of the work
force. An employee may lose his right to a later benefit if he changes
jobs, and this may discourage him from taking; advantage of better
opportunities. As coverage has become more widespread and benefits
more attractive, the mobility of the work force may have been affected.

A final issue which surfaced during the 1969-71 business recession
was the use of private retirement plans and benefits as a way to phase
out older workers and open jobs for younger ones. At any time, there
are a large number of employees eligible for regular or early retirement
under private plans. If the availability of a benefit is used or serves as
an incentive for them to leave their jobs during a recession and if this
results in their leaving the labor force, jobs can be opened for unem-
ployed workers.

These actual or potential labor market impacts of private retirement
plans, like their other impacts, are difficult to measure and assess. The
plans are so diverse, the data are so inadequate, the connections be-
tween retirement plans and labor market developments are so tenuous,
that rigorous statistical analysis is impossible. Nevertheless, much can
be learned about the broad dimensions of impact and their implica-
tions by synthesizing aggregate labor force data, the information on

""Tbe Early Retirement Time Bomb," Nation's Business, volume 59, No. 2,
February 1971, p. 20.



retirement plans anti coverage, the various case studies which are
available, and some commonsense theory.

The five specific labor market issues outlined are particularly criti-
cal and need to he examined in depth ;

1. The implications of retirement plan eontributions as an added
cost of labor to employers and as a deferred wage to employees;

The impact of retirement plans on the mobility of the work force;
3. Their influence on retirement patterns;
4. Their use as a countercyclical device to open jobs through retire-

ment in a slack economy; and.
5. The effect of retirement plans on the availability of jobs for

older workers.
Each of these issues has important policy implications. A number of

specific legislative reforms are being weighed, and the labor market
impacts of retirement plans are among the factors which must be con-
sidered. In a broader seir-:, their impacts may suggest whether or in
what directions the development of retirement plans should be en-
couraged. Before specific issues or their policy implications can he
discussed, however, it is necessary to gain a better understanding of
the complex system of private employee retirement plans.



. AN OVERVIEW UF TI I E PRIVATE REV RI:Mt:NT NTE M

Growth a/ h i c /opti Factors

A number of interrelated factors have contributed to the growth
and development of the private retirement system. Over the last. 20
years, there has been a dramatic expansion of all forms of nonwage
compensation such as employer contributions to life insurance, hos-
pitalization. disability- benefits, supplemental unemployment insur-
ance, and retirement plans. Whether this was due to the increasing
social consciousness Of employers. the increased employee preference
for such nonwage payments as incomes increased, or any of a number
of factors. contributions to employee-benefit plans increased ninefold
between 190 and 1970, rising from 3.1 to 7.4 percent of private sector
wages and salaries. As part of this trend, contributions to retirement
plans grew less rapidly but still increased severalfold over the two
4leeades from 1.7 to 3.3 percent of wages and salaries.'

Certainly. a prime factor in this overall growth of employee bene-
fits has been the unions. They have pioneered in the bargaining for
health and disability insurance. supplemental unemployment benefits,
and a variety of other extras. But they have been especially impor-
tant in developing retirement plans. In the mass production industries,
union pressure converted pensions from the practice of a few of the
enlightened" employers into a mass phenomenon: in other industries,
especially among small firms, the presence of the union made the dif-
ference between pensions and no pensions. Once coverage was estab-
lished, the unions worked steadily to improve the terms of the plan,
adding new types of benefits and raising the level of payments.=

Federal tax laws have also affected the growth of the private retire-
ment system. Since 1920. qualified retirement plans have been given
a variety of tax breaks. Employers are permitted to deduct their con-
tributions for tax purposes as well as the earnings accruing from pen-
sion funds, while beneficiaries only pay taxes on their income after
retirement. There is sonic debate over whether or not this tax treat-
ment is "special." but the taxation of contributions and earnings on a
current basis would raise costs iw more than a third.3 This subsidy has
been an incentive to the growth of private retirement plans. In order

Walter W. Kolodrubetz. "Two Decades of Employee-Benefit Plans. 1950-70:
.% Review," Soria! Neenrity Bulletin, April 1972. vol. 33. No. 4. p. 17.

'Jack Barbash. "The Structure and Evolution of Union Interests in Pensions."
Ohl 1ge Meow .tsguranee, Part IV, Subcommittee on Fiscal Polley. Joint co-
nomic Committee (Washington: r.S. (:overnmat Printing Office, December
1907) . p.89,

'Raymond Goetz. Tax TreatHillit of Pennion Plan*, Preferential fw Normal?
(Washington : American Enterprise Institute. 19419). p. 5.5.

(7)

7 440. 7:; 2
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to be eligible for these tax breaks. plans must meet certain require-
ments set by Congress and the Internal Revenue Serviee; the require-
ments, and.changes in them. have had an impact on the evolution of
the system. For instance the Life Insurance Company income Tax Act
of 19:9 extended the deduetion privilege for the first time to invest-
ment earnings of pension funds held by insurance companies, permit-
ting them to maintain these funds in separate accounts. and this led
to the vigorous expansion of insured plans. The Self-Emploved In-
dividuals' Retirement Act of 1962 (The Keogh Act) !rave the self-
employed the opportunity to deduct a proportion of their salary for a
bona fide retirement plan. and this. along with subsequent amend-
ments. eontributed to the growth of small plans.'

A number of other laws have had an impact on retirement plans.
but the most important are the National Labor Relations Act of 1935
( \LIZA) and the Welfare and Pension Plans Disclosure Act of 1958
WPPDA). In the Inland Steel decision of 194T. the U.S. Court of

Appeals upheld a ruling by the National Labor Relations Board that
retirement plan contributions were a remuneration for labor within
the terms of the NLRA and were subject to the same rights and privi-
leges as wages in collective bargaining .5 In the rears after this de-
cision. cverage under collectively bargained plans increased sig-
nificantly. The WPPDA was initiated to check abuses of pension
funds. requiring reporting to the Department of Labor on a number
of aspects of plan provisions and changes as well as on financial deal-
ings.4 Though little oversight or control has been exercised by the
Government. the WIIPDA established the principle of supervision
and has led to the gathering of some useful information.?

Economic conditions hare also affected the growth of. private retire-
ment plans. During the boom times. waue and benefit settlements us-
ually rise! but retirement benefits are esneeially dependent because the
ea rain of accumulated retirement funds are an important supple-
ment to employer and employee contributions: when these earnings de-
cline. contributions must usually rise to meet eonunitments and cannot
be used to broaden benefits. For instance. in 1968. retirement reserves
grew by S:11.6 billion. Ettipiover alyi employees contributed SU.3 bil-
lion. but 55.5 billion was paid in benefits so that the other :45.9 billion.
or 0 percent of the growth was dime to earnings a ml realized capital
gains. In the bear market of 1970. less than 80 ppmpi)t of the growth in
reserves was accounted for by earnings or capital gains.' Based on the

litstilitp of IA. Insurance. frigate and Pnblie Pnglon Plana In the United
.latex (New York : Institute of Life insurance. p. 13.

Intl rim Report of Aetiritieg of the Prirate Wulfare and Pe»mion Plan Study.
I1I I. S..nate eetninittee on Labor and Public Welfare. 92d cong.. first secs.
(Washington: I'. N. Government Printing Office. 1972), pp. 4-5.

1-.$. Department of Labor. Legbdallre History of the Welfare and Pen.tdon
Plonx DIRelonure .-let of 196.! Washington: V.$. Government Printing ofliee.
19(1.1). p.

Interim Report op. cit.. p. 25.
'irsepti Talhot. "An Analysis of Changes in Wages and Benefits During 19110."

Ifmthly Labor Rerlete..Tnne p.
Data from Walter W. hbtrnetz. **Two Decades of Employee-Benefit Plans.

1950-1970 : &Review," op. eit., p. 20.



actuarial assumptions used in most funded plans, a % of 1 percent
improvement in the annual investment return enables a company to
cut its contributions or increase benefits by 4 percent to 6 percent a
year." The state of the investment market undoubtedly affects the
employer's ability and probably his willingness to furnish extra
benefits.

Several other factors have influenced the development of retirement
plains. Financial institutions played some role, initiating new types of
plans and competing for a huger share of the growing pension market.
For instance, insurance companies have been aggressive in selling
specially, packaged Keogh plans. The exclusion of retirement contri-
butions from wage and price controls in Worhl War II was a stimulus
to the growth of benefits; their inclusion under controls in 1971 and
1972 was probably a damper to rising benefits and contributions."

Overall, the picture is one of older, plans. expanding, maturing. and
changing their form. newer ones being added in different industries
and of different types, and the whole system surging forward in one
direction or another in reaction to economic conditions and govern-
mental actions, union pressure, and a whole host of other factors. It
is not surprising to find. therefore. that the retirement system as it
now stands is extremely varied as well as constantly changing.

The Ibieex and the Mee Nob;

Though coverage under retirement plans has risen continuously.
most of the growth in the sixties was the result of increased employ-
ment in firms that already had pension plans." Penetration into new
industries and firms has been slow in the last decade, and the propor-
tion of private wage and salary workers covered has leveled off, with
half under pension or profit - sharing plans and half outside the private
retirement system. In order to understand the labor market imparts

iof retirement. plans, it s vital to know who is and who is not covered
bot the haves and the have nots.

In 196s, 3;2 million workers were in firms with expenditures for em-
plovee retirement plans. but only 8 million of these were estimated
to be covered." The probability of coverage varied significantly be-
tween industries and different types of workers (table 2). More than
four-fifths of workers in mining were in firms with expenditures. com-
pared with less than two-fifths of those in trade and service. Only a
fifth of workers in firms with average wages less than $250 per hour
were covered, compared with four-fifths in those paying more than
$5. Over 80 percent of unionized. but less than half of the nonunionized
workers are in establishments with pension plans. Nine out of 10 firms
with more than ti00 employees have private retirement expenditures

""*The Pressure on Pension Funds to Perform," Business Week, September 11.
1972. p. 02.

" Priente Pratte Pension Plans in the Milted states, op. eft., pp. 13-15.
13 Harry E. Davis and Arnold Strasser. "Private Pension Plans. 1900 to 11169

prview.- Monthly Labor Reriete, July 1970, p. 40.
"Emerson Beier. "Ineldenee of Private Retirement Plans," Monthly labor Re-

He% volume 94. No. 7, July 1971. p. 37.
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compared with less than 3 in 10 of those with under 100 employ-ees. Among these smaller establishments, 64 percent of the unionizedOnes spend money on retirement plans compared with only 19 percentof the nonunionized ones; and among workers earning less than $2;)0per hour, 41 percent of those in unions compared with only 18 percentof nonmembers are covered. Obviously, the lower paid employee of asmall firm must usually be unionized if he or she is to be pen ioncovered.
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Within these broad groups, there is a great deal of variation. A sur-
vey by the U.S. Chamber of Commerce found that while the average
retirement exissudit tires as a percent of payroll varies markedly
among industries. the variation within industries was even greater
(table 3). For every industry, some establishments had no expendi-
tures while others deferred an unusually large proportion of wages
into retirement plan contributions. For instance, among firms in the
transportation equipment industry, 10 percent had no outlays for pri-
vate retirement plans, 69 percent spent up to 5.0 percent of payroll on
plans, and 21 percent allocated an even larger proportion. On the aver-
age, the industries and the firms within these industries which pay
higher wages defer the largest proportion of payroll into retirement
plans, but there is obviously wide variation among firms.
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difference, since the deferred profit-sharing plans have generally simi-
lar requirements for participation and qualification, and end up pay-
ing roughly comparable benefits. Where a distinction would he rele-
vant. tin, Welted data sift' seldolu at'allabit. so that crude estimates
must be used. z: There is often no choice but to assume that the labor
market impacts of profit - sharing plans are similar to those of pensions.

Pensions can be divided into a number of different types according to
the method of funding, whether the plans are bargained or unilateral.
whether they cover one or more employers, and whether they are Con-
tributory or nonront rip )t 'tory.

In terms of the funding. method. pensions may be p ovided through
the purehtv,e of annuities from life insurimee eompanies, through the
accumulation of resources in a trust fund, through a combination of
these two, or out of general assets of the employer. Roughly a fifth of
all pension plans covering over 100 employees are insured: these ac-
count for IS percent of all annual contributions. Two-thirds of plans
and eontributions involve trust funds. Eight vercent of the plans and
1,) percent of the contributions are combinations of the insured and
trust. fund methods. Only 2.5 percent of all plans covering nye-, 100
employees are unfunded or "pay-as-pu-go," that is, financed out of
current revenues, and these account for less than 1 percent. of annual
eontributions." Pension plans with less than 100 participants account
for only a small share of total coverage. - Keogh' plans for the self-
employed and their workers have expanded rapidly. with over 130.000
small pension plans for the ,elf-einployed in 1970 (in addition to a
smaller number in the self-employed profit-sharing plans). yet these
had less than ::00.000 participants. Most of these small plaits are held
with insurance eompanies."

The method of funding affeets costs and benefit security somewhat.
The employee in an insured plan probably has the most certainty of
getting an earned benefit, since insurance companies make it their
business to guarantee that funding schedules are met; the participant
in an unfunded plan must depend on the continued profitability of its
sponsor and there is little benefit security. On the other hand, the insur-
ance approach usually costs more for plans of equal size and offers less
flexibility to the employer than the trust fund approach, especially for
larger plans. In terms of labor market impacts. however, there are few
differences between insured and trusteed plans.23

There are some differences between single employer plans and those
cored tit! more than one firm. Roughly 3 out of 10 covered workers are
in multiemployer plans which are usually union negotiated and espe-
cially important in mining. construction, wholesale and retail trade.

*rnder the term.' of the Welfare and Pension Plans Disclosure Act. all &-
tarred profit sharing and pension plans with more than 25 participants must ilk.
an initial plan description with the Department of Labor. and those with /nor,
than 100 participants must file annual reports. While the gathered information
on pension plans has been extensively analyzed. little work has been done on the
profit-sharing statistics.

"Welfare and Pension Plan Statistics. op cit.. pp. 7-11.
"Donald X. Ilturray. "Growth of Emloyee Benefit Plans. op. cit.. p. 7.
"Ronald M. wain. "Fundamentals of Private Pensions (Homewood. Ill.:

Richard D. Irwin. Inc.. 1f)04.1
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transportation and se ive.2" These have been the most rapidly grow-
ing plans over the last decade, and they are different in that they offer
some degree of portability, permitting workers to move from one cov-
ered employer to another without losing accumulated credits towards
a pension. ruder a single employer plan with the same qualifying re-
quirements as a multiemplover plan, there may be a disincentive to
leave the firm for another job because of the potential loss of benefits.

There may also be differences between negotiated and unilateral
pension plans. When the union goes to the bargaining table, it sup-
posedly presents the desires of its members. and the terms of the set-
dement may differ from the unilateral situation where the employer's
concerns are probably paramount. Since 82 percent of unionized em-
ployees are in firms with retirement plans, compared with only 44
percent of those who are not in the unions, and three-tenths of private
wage and salary workers are under union contracts, members of collec-
tively bargained plans account for roughly 4 percent of all pension-
covered workers.-'

A participant in a union-negotiated plan may be more likely than
one in a unilateral plan to be familiar with its terms, since they must
be collectively bargained. This is especially true of an individual who
must make contributions from his or her own pocket. A fifth of all
single employer plans but only 1 percent of all multiemployer plans
are contributory, and the trend is definitely towards noneontributtny
a nu ngement.4.'-'

lleneflt F01711008

Between and within these various vpet of retirement plans. there
is a wide divergence in the benefit formulas anti the level of benefits
they provide, as well us in the requirements for qualification. These
variations sometimes have important labor market implications.

A number of different formulas are used for calen crlatin the retire-
ment benefit. Some plans pay uniform amounts to all eligible retirees.
For instance. the MO Bakery and Confectionery Workers national
plan provided a monthly benefit based on negotiated emploel. contri-
butions and not the participant's years of service (past vesting) or
earnings. In such plans where the collective bargaining agree-
ment requires a $.40 weekly contribution per employee. the
benefit upon normal retirement would be monthly. whatever the
incom or years of service over :A29 Uniform benefit plans tend to aid
the lower income workers: they are usually found in multiemployer
plans. most often in low-wage influstries where wage scales are
compressed.

Most plans. however. take some account of the length of service.
even if they do not vav the benefit by the level of earnings. As an
example, the Melville Shoe Corp.'s 1974) plan paid a muular retire-

'finrry E. Davis and Arnold Strasser. *Private Pension Plans 11160 to 11169:
An Overview.- op. cit.. p. 49.

'Estimate of private wage and salary workers under collectively barnined
agreements provided by the Bureau of Labor Statistics. V.5. Department of
WNW.

2$ Harry E. DAVIS and Arnold Strasser. "Private Pension Plans 19110 to 1969:
An Overview.- op. cit.. p. 46.

"1-.S. Department of Labor. Digrxt of Relrrled Prrodion Plank 11170 Raffia')
(Washington: 1 .S. Government Printing Ofilee. 1971), P. 29.
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anent benefit of $2 per month times the years of service. Whatever the
level of earnings, an employee with 23 years of service would receive
$30 monthly while one with 30 years of service would receive $60.3"

A declining number of plans calculate the retirement benefit as a
I a. ree nt a Iv of the average earnings over t he workers ea reel., usually
also considering years of service. The 1970 Union Carbide Corp. plan
with the marhinists paid the greater of 1.1 percent of average monthly
earnings, times years of service, or 44 times years of service plus 10
percent of average monthly earnings."'

A fourth type of benefit corneaa is based on average monthly
earnings in the last 3 or 10 years or (luring some period of higher
earnings ( though length of service may also be considered). This
-terminal earnings' formula will pay more to the worker whose in-
come has risen ra pi(lly. tel it affords sonie protection against inflation,
since the wage base for benefits will usually rise with living costs. The
1070 New York Times-Newspaper Guild noncontributory retirement
plan had a f(rnaila of this sort which paid 0.S5 percent of average
monthly earnings in the 10 years prior to retirement. times the :-earsof servim. A worker with :: years of service earning lifetime average
inciatie of $4.!.., which has been growing at 4 pereent ammally. would
receive (;6, compared with $120 for one with 30 years of service and
the same average lifetime income."

In addition to these distinet types of formulas. there are many plans
which combine these approaches, for instance. offering a minimum
guaranteed benefit phis a payment based on earnings multiplied by
the years of service. And, though profit- sharing plans have no definite
payment formulas, they usually accumulate funds for each worker
each year based on the length of service and sometimes on the level of
employee earnings. The longer service worker and the higher paid
employee usually receive larger shares of the accumulated fund.

These various benefit formulas might have different impacts on
labor market behavior in addition to the fact that they produce widely
varying average benefits. Profit-sharing may a fleet the level of produc-
tivity since the ultimate benefit depends on employer profits. Under
pension plans. uniform benefits will be attractive to workers with
lower earnings. perhaps providing them a greater inducement to stay
with the company. To the extent that benefit formulas reward lengthy
service. then. will nig° he an incentive for employees to hang on as
long as possible. This will he especially true in plans with terminal
rather than ea reer earnings formulas, since the worker will want to get
the highest final income.

Because of these potentially varying impacts. it is worthwhile to get
some idea of the frequency of these types of benefit formulas. In 1969,
half of covered workers were eligible for benefits based on earrings.
most often final earnings (table 4). Multiemployer plans were much
more likely to be based on service or else to provide a flat-rate benefit,
Salaried eniployees were usually covered by earnings-based formulas.
which is perhaps related to their frequently wider variation in income
than hourly employees.

In Ibid.. P. 137.
n Ibid.. p. 201.
" Ibid.. p. 151.
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Other data indicate that only a very small proportion of plans make
no allowance for length Of service. There is it continuing trend toward
the elimination of any limits on the period of service which can be
recognized in determining benetits.11 bus, there is usually a substan-
tial n' ward for long tenure. This is heightened by terminal earnim,rs
benefit formulas, because emit or additional service not only m-
eretiet'S the employee's length of service, but also usually inereases his
terminal earnings. As an average for all pension-covered workers in
19, including the 27 percent under terminal earnings formulas, it is
estimated that the individual with 10 years of service and career ave -
age earnings of $4.80. would have a final salary of $5,690 (on the
assumption of a 4-percent annual salary growth) and would receive
only $.27 minithly accoi ding to the toile. of the average plan. A worker
with 30 years 14 service .tid the sank' average career earnings would
have terminal earnings of 68,000, resulting nil a benefit of $14 monthly
under formulas existing in 1909."

Actual data on new male mini security hemeticiaries receiving pri-
vate pensions in 1969-70 testify to the benefits from longer
tenure. Among those with final earnings on their last job of $6,000 to
$7.999. the median monthly pension per year of service was $4.60 for
those with less than 20 years service. $4.80 for those with between 0
and 24. $4.95 for 25 to 29, and $5.65 for those with 30 to 34.35 In other
words, the retirement benefit increased more than proportionately with
each year of service.

While this benefit structure may provide an incentive for longer
tenure, it is not without justification from an actuarial point of view.
If contributions to retirement plans are viewed as a deferred wage, the
longer service employee has more years of deferrals, and deferrals
from early periods compound in the pension trust for a longer time.
As a hypothetical example. a worker with career average earnings of
$6.000 over 25 years of service (assuming a 4-percent per year increase
in salary) will have accumulated $2,298 at the end of 25 years if 1 per-
cent of his or her salary is saved each year and earns 3.5-percent
interest. Another employee who is hired at the same salary level the
above worker has achieved after 15 years, and who retires at the same
time after 10 years service, will have accumulated $893 if there is
1- percent deferral earning 3.5 percent annually. The long-service em-
ployee can be provided a benefit 2.57 times that of the shorter service
one : or put in another way, the accumulation per yearof service for the
I5-year man is $91.94 compared with $89.31 for the 10-year worker. One
must, therefore, be very careful in drawing inferences. Because benefit
formulas reward long service does not mean that employers are con-
sciously using these as a means to retain their work force: the decision
in many cases may be simply based on equity considerations. .

" Bankers Trust Co.. 1970 Study of Industrial Retirenynt Plans (New York :
Bunkers Trust Co., 1970), pp. 2741.

Arnold Strasser, "Pension Formulas Summarization : An Emerging Research
Teehnigne." 3lontlity Labor Beery. April 1971. pp. 53-54.

Walter W. Kolodruhetz. "Private Retirement Benefits and Relationship to
Earnings : Survey of New 13enetielaries," Social Security Ballots. vol. 88. No. 5.
May 1973, p. 20.
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TA RLE .---1....qt;watt's boxed on 1969 pens;on plan pror;sions suggested
that the **typical" worker u';th 30 years of seriqee and career average
carn;ngs of *.,1,400 emdd expect to ree;re 3140 monthly mokr tfce

areragc pr nion plan

Mining
Contract ruet
Nlanufneturing

ilidittable
hirafil

Tran?Inrt at
C.ininitinieat and
11'hule...ale and retail trade

WIp+le.alt
Ito ail

Finance. it,tirata and real eAtitt..
Service.

Meat* /notably
bttit %ItItott

social vvuClty

$116
13
128
115
14
156
106
133
133
134
178
118

Averag 140

Sourer: "1'Pa:4ml Formula, :AummarizatIn: Ati Emerging. Tevhttlque." Mon/lily Low
Pttitte. vol. .1. N... I. Apri1 e17t. p. 43.

But there are equally wide variations among plans within these
broad i hist ry Lfr011pings For instain in the nonelect rival machinery
industry. the 1970 (*atepillar Tractor-Autom)bile Workers plan paid
ant estimated SUN monthly to the worker with 31) years of service
and career average earnings Of $4800. More typical is the 1970 Inter-
national I larvester-Antomobik Workers plan paying $141 to a similar
worker: while at the lower eml, the Metal Working and Repair Sem--
iee Industries-Machinists national plan paid only $110.3° Among plans
in the food and kindred products industry, tin. Brewers Board of
Trade. New York City -Teamsters 1970 pension provided $175 for the
111 wker with :Pi years servie and eareer venige earnings of $4,soo: the
Ardour & ( O.-Meat (*utters plan provided $15. the eampliell Soup-
Meat ('utters Si 011.. and the Bakery & Confectionery Workers national
plan only 5:01."

Among protit-sharing plans. there is also a witle dispersion in bene-
fits. There :ire stories of low-income, long-service employees who hacc
ret ired wit It accounts valued in the hundreds of thousands of dollars
providing life Illurities of more than $10.000.41 Data from a sample
of profit-sharing plans in 1969 indicate that the older ones pay morn'

'I' Mi. xi 'If Xf bet' ft Pensifin Plans. 1970 edition. op. Sit.

"-Family Firm Expands," Profit Sharing, vol. 19, No. 8, June 1971, p. 14.

4 7:: `
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lucrative benefits than most pension plans, but the new ones rarely
do (table 6).

TABLE 6.Data f rom a wimple of profit-Rharing plans in 1909 indieate
that the older &lieu pay wit mom luemtioehehelita than moRt pensimi
plan*, but the new ones rarely do

leu plan started
Number nt
companies

Average annual
life onnuitv

could be provided
from the

tvkantkloted
profit AWN

1965 to 1968 13 $201
1960 to 1964 23 394
19.55 to 1939 4S
1950 to 1954 52

1.313
004

1945 to 1949 7 5,246
1940 to 1944 29 4, 144
More 19.40_ 4 9,672

Sokkree! 'Profit Sharing Distributions at Retirement 1949 S krvey," Profit Sharing, vol. 11, Xn. :, Feb-
mart VC!, p. 7.

More comprehensive social security data are available on actual pen-
sion and profit-sharing annuity payments to OASDI beneficiaries: al-
most all workers covered by private retirement plans are also covered
by social security so that the data are inclusive. The 1968 survey of the
aged indicated that married eouples receiving private pensions got a
median annual benefit. of $972. compared with $86 for nonmarried
women. Over a fifth of all beneficiaries received less than $500 an-
nually, and an equal percentage more than $2.000.42 These figures
apply to all aged benefieiaries, but those who are retiring currently are
getting much more. Among new social security registrants, who are
almost all aged 62 through 65, male private pension benefieiaries re-
ceived a median of ,080 from this source in 1969-70. and females
$970. The level for each recipient is of course dependent on previous
earnings and years of service. For the new male beneficiaries with less
than 20 years of service, the median annual benefit was only fi960 com-
pared with $1,470 for those with 20 to 24, $1,840 for those with 25 to 29,
$2.490 for those with 80 to 34, and $2,870 for those with 85 to 39 years.
Alternatively, the median benefit among workers with 25 to 29 years
of service was $1,490 for those with a final income of under $6,000,
$1,590 for those earning $6.000 to $7,999, $1,750 for those with $8,000
to $9.999, and $2,480 for those with $10,000 or more earnings."

" Patience Lauriat and William Rabin, "Men Who Claim Benefits Before Age
41: Findingq From the Survey of New Beneficiaries," 1968. Social Security
Bulletin. November 1970. p. 20.

18 Walter W. Kolodrnbetz, "Private Retirement Benefits and Relationship to
Earnings : Survey of New Beneficiaries," op sit., pp. 20-27.
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coziloos for Quonfl eat;on

The conditions which must be met to qualify for a retirement benefit
to a large extent determine the plan's labor market impact. Often, a new
employee must. work for a trial period or must attain some minimum
age before beginning- to participate in a plan ; the pension or profit-
sharing plan could have no effect. during this period, and perhaps even
a negative one if wages in the firm were below what they would be with-
out a plan. To receive a full pension, most plans require some stated
number of years of participation. A worker who is close to attaining
the required tenure may be reluctant to change jobs and lose his or
her benefit. Most plans have -vesting' provisions which guarantee a
worker with a given length of service a pension when he readies early
or normal retirement age, even if he leaves the plan before that time.
The presence of an early vesting provision may also nullify some of
the negative impact the pension may have on labor mobility. Because
of these possible consequences, participation, service, and vesting pro -
visions are an important aspect of private retirement plans. There is
wide diversity in these provisions. In sonic plans. a worker nmy have
to be :w years old and have 5 years' service before he can participate.
Ile may not be eligible for a pension unless lie works until age 65 with
the same employer. Overall, however, there has been a very significant
trend toward the elimination of participation requirements, a liberal-
ization of the service requirements for normal retirement, and the
adoption of earlier vesting provisions, so that workers now covered by
the private retirement system are much more likely to receive a pen-
sion or profit-sharing annuity in the future than covered workers in
the past.

In 1969. 45 percent of private pension plans accounting for 2 per-
cent of all covered workers, had participation requirements. More than
half of these required some minimum age and service combination,
most frequently. age 5 with 1 year of service or age 30 with 1.3, or
5 years of service." The important point, however, is that roughly
four-fifths of all covered workers in 1969 were in plans where coverage
became effective immediately, with credits accumulated toward a
retirement benefit from the first day of work.

According to the 1969 plans. 8 out of 10 workers had to achieve sonic
minimum level of service before they could qualify for retirement
benefits, and 94 percent had to attain some specified normal retirement.
age. An estimated 72 percent of covered workers were in plans that
permitted participants to retire after 15 years of service or less, pro-
vided they also met the age test; 00 percent could retire with only 10
years of service. and a Fourth with fewer than 5 years. Only 6 percent
of all workers were covered by plans with service requirements alone,
which permitted retirement at any age with full benefits once the
stipulated tenure had been achieved."

"Mid.. pp. 48-50.
"Harry Davis and Arnold Strasser, "Private Pension Plans, 1960 -69: An

Overview," op. sit.. p. 48.
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Vesting provisions which are found in plans covering 77 percent of
all workers, are generally of two types: full or graded. Under full
vesting, the worker is guaranteed a full benefit upon reaching normal
retirement age based on the formula in existence at the time lie or she
severs employment and the service and earnings level he or she
achieved at the time of termination. Under graded vesting, the partic-
ipant is promised only a percentage of the full benefit, for instance, 50
percent after 15 years and 10 percent more each year thereafter up to
full vesting after 20 years. Graded vesting formulas cover only 1 in
10 workers with vesting, but this approach is contained in most con-
gressional pension reform proposals as a minimum vesting require-
ments. At present. however, a worker must usually have between 5 and
1.p years of service and have attained some stated age before leaving a
plan in order to qualify for any benefit; after this time, he or she
qualifies for the full benefit based on accumulated ; Ars of service and
earnings, payable at the normal retirement age. In 1969, 46 percent of
all workers in plans with vesting provisions were guaranteed accrued
benefits after 10 years or less service; 39 percent were vested with be-
tween 11 and 15 years of service (table 7).
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Data for the largest and usually trend-setting plans suggest that
service requirements are being reduced for vesting, and age require -
ment: are being eliminat.1. Among the plans bargained nationally
by unions. sS3 pient had service and age requirements in 1965. but
Only 53 percent in 1970. The proportion without age requirements and
only a 10-year service requirement increased from 10 percent of the
total in 100:' to 34 percent in 1969. Similar trends occurred among
plans established unilaterally by individual employers." These
changes mean t hat, today's covered worker does not have to stay with
a single employer as long as in the past in order to qualify for future
benefits.

Profit-sharin plans usually have more stringent participation re-
quirements but more liberal vesting provisions than pension plans.
According to a 1968 survey by the Council of Profit Sharing In-
dustries, only a fifth of plans 'had service requirements of less than
1 year, with most requiring 1 to 10 years employment before partici-
pation. On the other band, 75 percent of all plans vested fully after
10 years participation or less7

The Timing of Retirement

To the degree the availability of a pension or profit-sharing annuity
influences the retirement decision of the older worker, the provisions
of pension plans governing the time benefits will become available
are among their most important features. All Mans have a "normal
retirement age" when full benefits can be received provided service
and other requirements are met. In 1969, two-thirds of all covered
workers were in plans that had a normal retirement age of 65, a
fourth were in plans permitting normal retirement at age 64 or less,
and percent had no age requirement at all (table 8).

" Itilukers Trust Company. 1970 study of Industrial Retirement Plans, op. cit..
p. 11.

't Donald X. Murray, "Latest TrendsEligibility and Vesting," mimeographed,
1070.



T
A

 1
41

1.
1i

 S
.

Is
t

of
 a

ll 
eo

re
rr

el
 w

or
ke

rs
V

,/
:u

 /d
al

es
 th

at
 h

ai
l a

 n
or

m
al

Il
tir

f
av

p 
of

 6
5,

;4
pl

an
s 

ja
r-

us
 't

hu
g 

flo
ur

ed
 n

 te
n 

no
 u

t a
t t

i.;
 o

r 
It 

xx
,
am

! 6
 p

rr
et

ul
 h

ad
 in

, o
w

 ti
vi

ril
m

at
 fi

ll

Sp
ry

 te
e

N
or

m
al

 r
et

ir
et

ne
nt

_.
__

 _
__

__
 ._

 _
1.

4.
:4

4 
th

an
 5

5 
to

 1
0

11
 to

 1
.1

16
 to

 2
0_

M
or

e 
th

an
 2

)

l'r
en

t 4
11

4t
ri

-
It

ut
io

n 
of

 a
ll

co
ve

re
d 

w
on

 k
er

s

10
0

21 . - . 16 1$ 11

N
o 

ag
e 

re
qu

ir
nw

or

1

Pe
re

en
t d

iA
ri

bu
tio

n 
by

 e
ar

lie
:4

 a
ge

 f
or

 n
or

m
al

 te
tir

en
.e

nt

41
1:

o 
19
--

_ 
_

I
SO

 to
 5

4
-

.

t f 1 1

_ 5.
5 

to
 5

9

3 12 7

ta
t t

o 
61

8 I

30 16

6'
 to

 1
A

14 2 a3 :- 2 10

16
5 

an
d 

IM
I 69 fr

.
66 92 55 18

So
un

: I
la

n)
 L

. u
vi

s 
an

d 
A

 t 
to

4i
t S

tr
aN

w
r,

 "
Pr

iv
at

e 
1%

.1
14

ot
t I

'la
ns

, l
is

t'A
r 

to
 1

9M
- 

A
n 

O
ve

rv
ie

w
,"

 M
on

th
ly

 L
ob

 tr
 L

't 
r 

id
 s

r,
 ti

ll.
*.

G
, N

o.
 7

, J
ul

y 
19

7o
, p

. 4
1'

.



,*7

30

Three - fifths of all covered workers are subject to provisions which
require retirement at or after the normal retirement age. In 1970, 34
percent of eoveed workers were in plans with 4compulsory- retire-
ment provisions whieli required the employer's approval for eontinued
work past a stipulated age. usually :): 17 percent were in plans with
automatic retirement provisions which prohibited work past a stipu-
lated age. usually Vend years after the normal retirement age; anti

percent were in plans with both compulsory and automatic
provisions."

A majority of plans permit retirement before the normal age with
an immediate but usually reduced lifetime benefit. In 1'469. ST percent
of all pension-coved workers were in plans with some type of early
vet irenwnt provision (table 9). Three-fifths of these workers could
(nsise to defer their monthly benefit until the normal retirement age.
but the remainder were in plans only paying the benefit immediately.
For all but percent of the covered workers, the early retirement
benefit was less than a normal retirement benefit for the same service
and earnings. reflecting the fact that it would have to be paid for more
years with fewer in which contributions could IX, made anti could earn
interest. thus increasing costs to the employer. In half the eases whew
the benefit was reduced, the reduction roughly equaled the "actuarial
opiivalent:' i.e., the reduction was such that employer's contributions
and costs would be the same as for normal retirement: but in the other
half the reduction was less than this amount. making it more attractive
for the employee to retire early but also making it more expensive for
the employer." Then. is apparently a to end toward the latter type of
early retirement formulas. In 1910.41 percent of the unilaterally estab-
lished company pension plans surveyed by the Bankers Trust Com-
pany paid more than the actuarial equivalent compared with only 16
percent in 1965."

"Special tabulation of pension plan data. Ilureaa of Labor Statisties. 1%8.
Itepartment of Labor.

"Harry E. I mvls and Arnold Strasts(er. "Private l'entdon man*. 11510 to 11510:
An 4)verview.- op. Ht.. pp. 52-53.

Bunkers Trust Company. 1970 study of Industrial Retirement Mom. op. elf..
p. 17.
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About 17 percent of all covered workers were in plans with special
early retirement provisions in 1969. These are particularly prevalent
in the plans negotiated by the steelworkers, automobile workers and
rubber workers." Initiated to protect workers from technological
change and layoffs generally. special early retirement provisions offer
benefits to older workers who are permanently laid off by the em-
ployer before reaching normal retirement age. These provisions usually
provide more than the normal retirement benefit, at least until normal
retirement age or the time of qualification for social security. In the
1970 Ford 110tor CompanAutomobile Workers plan, for example,
the worker who is laid off at age 55 with 10 years of service will get his
normal benefit plus $0 monthly per year of service until eligible for
unreduced social security benefits or at least. $400 per month until
age 05." Retiring a worker in this way is expensive, and neither the
special provisions nor their use have expanded much over the last dec-
ade (see table 34).

Service requirements connected with early and special early retire-
ment provisions also affect the age at which workers can retire. For
instance, the worker who is hired at age 48 is not eligible for early re-
tirement at age 6 in a plan with a 15-year service requirement. The
most frequent service requirement for special and early retirement is
10 years. with 15 years almost as common (see table 9).

The age and service requirements which determine the availability
of retirement benefit payments have an obviously significant impact
on the timing of retirement. As these change. so does the impact of
pension and profit-sharing plans on retirement patterns. To the extent
that early retirement benefits are improved and terms liberalized, more

. workers may choose this route. Where there are a number of workers
who are eligible for normal. early, or special retirement. jobs may be
opened in slack labor markets by easing these workers into retirement.
Compulsory and automatic retirement provisions to a large extent de-
termine how long employees can continue on the job. These and other
retirement plan impacts are a significant factor in determining the
labor force behavior of older workers.

The .11aherat;on of Retirement Plans

The private retirement system is constantly changing, with increas-
ing benefit levels, liberalizing eligibility criteria, and consequently
rising costs. It is vital to understand the past and present trends in
development in order to predict future impacts.

Over the last decade. approximately nine-tenths of the growth in
coverage has come from the expansion of existing plans." The changes
in the systeni therefore reflect the maturation and development of in-
dividual plans. Most of them go through the same aging process. At
the outset, modest benefits are promised to the work force, usually in-
cluding some proportion who are nearing retirement age and who

Tram* E. DfiCISt and Arnold Straster. "Private Pensinn Plans. 19410-- 99:.%nnrprritqr." op. eft.. p.
" Tlitreqt of Seleeted Pension Plans. 79Th Edition. or Mt.. P. A.K.
" Tin rry P. Davis. "The growth of Benefits in a Cohort of Pension Plans."

3ranthlit Labor Review. vol. 94, So. .
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will participate for short while. Annual contributions ate made
into a fund from Lack retirement benefits are paid. Ideally. these
contributions will be adequate to meet all accruing liabilities. ix., to
cover the cost of providing stipulated benefits in the future for all
workers currently accumulating credits toward a pension, as well as
to meet past service liabilities. i.e.. benefits for ears of work before
the initiation of the plan. All but percent of private pension plans
with 2 or more participants are "funded," that is, contributions are
made each year to accumulate reserves rather than to merely pay cur-
rent benefits. But firms vary in their funding goals, with some aiming
to accumulate enough money over a 25 year period to meet all past
service as well as currently accruing liabilities. while other firms just
meet the Internal Revenue Service requirement of paying interest on
past. service liabilities while covering all those currently accruing. The
general pattern, however, is to accumulate substantial reserves in the
early years of the plan when only a few eligible workers are retiring
and benefit payments are low.

As the years pass, more and more of the workers who were with the
plan at its inception reach retirement age, and benefit payments in-
crease relative to contributions. But a reserve has usually been accumu-
lated, and its earnings supplement employer payments so that the
fund continues to grow. At some point, as past service liabilities are
reduced, the benefits of the plan are usually liberalized to keep pace
with the rising cast of living and benefit. increases of competing plans:
the cost.: are. therefore. increased. The higher benefits are usually ex-
tended to workers nearing retirement age. and sometimes even to re-
tirees. and this increases the past service liability since contributions
have not yet. been made to meet these extra costs. There may be a con-
tinuing trend of benefit increases, so that past service linbilitie. never
disappear, but generally, the percentage of liabilities which are funded
gOWS over time. Eventually, an equilibrium may be reached where
contributions and the earnings of the accumulated fund balance bene-
fit payment outflows. and where the reserve is large enough to meet
all accrued liabilities. Evidence indicates that most plans over 10 years
of age are fully funded, and that younger ones are moving in that
direction."

In some cases, however, most often in "mature" plans in declining
industries, benefits are increased and past service liabilities are in-
cnrred where the employers do not or are not able to raise current con-
tributions enough to cover the costs. The Mamie example is the railroad
industry, whose pension plan is somewhat unique in that it is circuni-
scribedlyy Federal legislation. but whose undelying conditions typify
those in other declining industries. Though the Railroad Retirement
Fund has over $5 billion in accumulated reserves, it is expected to
run out of money by 19RS.55 This will occur because promised benefits
exceed projected contributions and earnings plus the reserves. Between
1050 and 1071. railroad employment declined from 1.4 million to 611.-
000, while the numbry of pension beneficiaries rose from 461.000 to

"Frank L. Griffin and Charles L. Trowbridge. Status of Funding rnder Prtrate
Pension Plans (Homewood. Illinois: Richard D. Irwin. Inc., 19691. p. 50.

"Robert T. Samuelson. "Railroad Retirement System In Trouble." the Wash-
ington Post, Aug. 19, 1972, p. D7.
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nearly 1 million. lellbaSe$ in binntits of Iniwreent in 1970 and 15 per-
cent in 1971 were adopted for all beneficiaries. but there was no change
in the contribution level. since railroads could not afford it and since
the number of workers per retiree had declined to the point where the
work force was unable to pay for the added benefit through deferred
wages. Unless ehanges are made in the system. the Railroad Retire-
ment Commission estimates that (even if there are no further benefit
increases) receipts into the fund will he less than disbursements in
1973. mid the difference will increase rapidly as more workers retire.
Eventually, the fund will be drawn down.36

Ira most cases where there is a precipitous derline in an industry's
work force. a reduction in the number of firms. a rise in its average

MO increase in the number of beneficiaries. pension plans are
pot under stress which is ageravated by pressure for more adequate
benefits to keep up with the rising cost of living. Wherever such condi-
tions prevail, as in the Studebaker shutdown in 1954," and the coal
miners and railroad retirement funds today. pension problems can be
expeeted."

On the whole, however, most pension plans have more healthy
maturation. Over the sixties, the system as a whole moved toward
fuller funding and greater benefit security, coverage grew rapidly.
benefits increased even more, and the terms and conditions of plans
were significantly lit wralized.

Among private pension plans in existence in both 1962 and 1969,
there ha ve been a number of substantial changes:

(1) The proportion of covered workers in plans with age or service
requirements for participation declined from 29 to 22 perce,t.

(2) In 1962. only 1 out of 10 workers could retire with s full benefit
before ilue C5. By 1989. 3 out of 10 covered workers were in plans with
a normal retirement age below 65.

(3) Over this period, the number of plans with terminal earnings
formulas for calculating benefits increased, covering a fourth of all
workers in 1962. but roughly a third in 1969.

(4) Three out of four workers were in plans with some type of
vestim provision in the latter year. compared with three out of five
in the former.

(5) Early retirement provisions covered g7 percent of workers in
1969 com pa red with 77 percent in 1962.

(6) There WoS some liberalization of special early retirement bene-
fits. enerally raising the payment up to the level which would be
received at normal retirement with social secuity.59

There is no assurance that these trends will continue at the same
pace over the 1970's. Special early retirement provisions, which were
added to many plans in the lute fifties and early sixties, accounted for
the -tame percentage of covered workers in 1969 as in 1962. Other types
of benefits. such as cost-of-living escalators. may catch on and become

m
" redrral Pcluvrironee Prirate Perrxinrr )'inns. hearings before Renee Com-

tv,Ittpe I .n Firpthee. NOM Congress. 24 secs. (Washington: r.R. Govt. Print Oft..
1anal. op. 112-115.

Pension Snopeze." Ruxineme Week. 14PptPmber 16.1972. n. 41.
°Harry E. Davis. "The Growth of Ttenefits in a Cohort of Pension Plans."

op. eft.. pr,. 4G -:W).
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to protect against the use of pension plans chiefly for rewarding the
higher paid employees.

Data indicate that in the aggregate. there is no widespread problem
with a skewing of benefits toward higher income employees, at least in
tem.4 of the percentage of ineome replaced. A study of 28 large, liberal
private plans in 1969 estimated that the pension alone wonhl replace as
a Median, :28 pPreellt of the income of low-wage earners (with income
two-thirds of the average in their industry) with 20 years of service,
compared with 13 percent for those with high earnings (80 percent
above the average).°3 Actual data on the private pensions of new male
social security beneficiaries indicate much less redistribution. For those
earning $6.000-6,999 in their longest Job with 20 to 24 years of service,
median private pensions replaced 18 percent of final income, the same
percentage as for those earning $10,000 or more. Among those with 30
to 34 years of service, however, 31 percent of the income of the less
affluent group was replaced by their pensions, compared with only 28
percent among the $10,000 and over group." The fact remains, how-
ever. that private retirement benefits do not give relatively more to the
upper income employees. Since replacement rates under OASDI are

iskewed to the low earners, the combined effect is to provide the 65-
year-old low-income worker, who also receives a private pension,
with almost three-fourths of his or her preretirement income on the
a Ye rage."

Whether or not the comparative replacement rates of high and
low income workers are considered equitable, the significant. point is
that. pension benefits are planned as a layer on top of the social security
floor. The median pension replacement rate for the typical 20-year-
service worker in the ES -plan 1969 sample was 21 percent (though it
is probably "loser to 23 percent now). The average social security
replacement rate for all private industry was estimated to be 23 per-
cent for a 63-year-old single male retiring as of January 1, 1972, and
48 percent for the married male (though these figures, too, have in-
creased silbstantially)."d It is only by combining the two payments

enthat a significant replacement rate is achieved which permits the
worker to live in retirement at something near his or her previous
standard.

The layering of the private retirement system on top of the social
security system creates some public policy dilemmas. Those without
.private retirement benefits must, of course, rely on social security
alone. In order to raise the retirement income of these "have nots,"
t le whole social security floor must be lifted, which tends also to raise
the replacement rate for pension eoveed workers. At the same time,
if there is some degree of inelasticity in the ability to pay for and
the demand for future retirement benefits, increases in social security

Peter }fettle, "Recent Trends in Retirement Benefits Related to Earnings,"
Monthly Labor Review, volume 95, No. 0, June 1972, p. 10.

*4 Waiter W. Kolodrubetz. Private Retirement Benefits and Relationship to
Earnings : Survey of New Beneficiaries," op. cit., p. 27.

'° Peter I lenie, "Recent Trends in Retirement Benefits Related to Earnings," op.
cit.. p. 15.

" Ibid. pp. 14-16.
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contributions and payn.nts might stunt tin' growth of the private
retirement. system. Put in another way, employers who have to pay
a larger ()ASIA payroll tax may be unable to attord increased pension
benefits. and they may not feel obligated to provide these since their
workers are protected by a more adequate social security floor. Work-
ers who see their social security payroll deductions increasing may
press for cash compensation rather than greater deferrals into pension
or profit-sharing plans.

lhe extent of such impacts cannot be quantified in any exact way,
but it is fairly certain that a doubling or tripling of social security
taxes and benefits over several years would squeeze the private retire-
ment system. There are those who argue for such a course of action.
Social security has advantages such as almost complete portability,
very early vesting, and a guaranteed benefit security. On the other
hand, defenders of the private retirement system argue that it provides
needed funds for investment and that its adaptability to individual
situations is an asset which can never be matched by a homogeneous
system. Also, as the social security system takes on increasing redis-
tributive functions, the private retirement system is the best way work-
ers can rise above the social security floor of adequacy to a higher
replacement rate E7

Arguments are likely to continue over the relative balance of the
public and private retirement systems. The relative "effectiveness" of
the systems depends on the goals for which they are intended, and
there is no way to decide on any single set of goals. A variety of nor-
mative and philosophical, as well as pragmatic, issues are involved.
Whether or not the arguments are resolved, however, it is vital to rec-
ognize the interplay of social security and the private retirement
system.

The Future of the Private Retirement Byetem,

The future of the private retirement system is clearly dependent
upon changes in social security, the trends of development in pension
and profit-sharing plans, the economic climate, and a variety of otiler
factors. Continued growth and change are relatively certain, but the
pace and direction can only be guessed.

Mere extrapolations of past trends can be misleading. For instance,
the President's Committee on Corporate Pension Funds and Other
Retirement and Welfare Programs estimated in 1965 that by 1980,
plans would cover 42.7, or nearly three-fifths, of all wage and salary
workers, with 6.6 million beneficiaries receiving $9.0 billion, employer
contributions of $10.9 billion, and reserves of $225 billion." These es-
timates are suspect, however, since the interim projections for 1970
were grossly aide of the mark. Coverage was predicted to be 34.0 mil-
lion, instead, it was 29.7 million. Contributions and reserves were pre-
dicted to be $8.7 billion, and $125 billion, respectively; instead they

41 Robert J. Myers, "Government and Pensions," Private Pensions and the Pub-
lio Interest (Washington: American Enterprise Institute for Public Polley Re-
search, 1970 ), pp. 29-50.

President's Committee on Corporate Pension Funds and Private Retirement
and Welfare Programs, Public Polley and Private Welfare Programs (Washing-
ton : U.S. Government Printing Office, 1865), appendix table I.
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were 814.0 billion and 8137 billion, respectively. 4/9 VinnSlY, it is dif-
ficult to know what the future will bring.

There are, however, a number of clouds on the horizon tlut do not
bode well for the private retirement system. Where the Was were a
decade of rapidly expanding coverage, and the 1960's of dramatically
improving benefits, the 1970's may well be a decade of relative stagna-
tion, with newer plans catching up to the older ones, but develonments
overall coming much more slowly than in the recent past. The follow-
inn. factors support this conclusion :

First, as plans mature, more and more workers will be retiring and
receiving recently improved retirement benefits. Fully funded nlans
should have little trouble meeting these demands but those which are
underfunded may have to run just to stay in place. Their problems
will be compounded by demographic factors. In the first half of the
decade, the 60- to 64-year-old age cohort will grow more rapidly than
the total population: in the latter half of the decade. the 65- to 69-
rear -old cohort will expand dramatically relative to its slow growth of
the last deeade." This means that a large proportion of workers in the
labor force will he reaching retirement age, putting pressure on the
retirement system. As the experience of the railroad and coal indus-
tries suggests. this can create problems when an aging work force
pre,Nes for benefits which have not been paid for by previous contri-
butions and which cannot be met by deferring wages from the current
work force. Over the next decade, workers in the 20- to 29-year-old
cohort will be the most rapidly expanding segment of the labor force.
while the "buffer cohort" aged 45 to M which might be expected to side
with older workers, will actually decline."

Second. the favorable financial conditions which provided funds for
improving retirement benefits over the sixties will not he available in
the coming decade. Whether or not a bull market will exist which can
provide a high level of earnings on reserves. the rate of increase in
retirement fund earnings cannot continue to rise. There has been a
dramatic shift in retirement fund investment patterns over the last
decade from Government securities and corporate bonds to common
stock. The r.ssnit was a significant increase in the yield of retirement
funds allowing firms to use their contributions for improving benefits.
The rate of return on corporate pension funds rose from an estimated
31,.i percent in 1965 to 5 percent in 1970," though this includes only
realized capital gains and not those accruing which will be utilized in
the future. As a rule of thumb, each one-fourth of 1 percent increase
permitted employers to reduce contributions or raise benefits by be-
tween 4 and 6 percent.:, Now, however, the portfolios of funds are
much more "baloneed." that is. much closer to yielding their potential.
The rate of return has probably stabilized, providing little impetus
for expansion.

ond Waiter Kolodruetz. "Two tocodes of Employee liencilt
1930-70: A Review." op. eit. p. 20.

"Sophie C. Travis. *The T'.S. labor force: projections to 1985," 3forit71y Labor
Rrrirtr. Vol. 93, No. 5'. May 1970. p. 4.

"Ibid., p. 4.
" Louis Harris and Associates, Lf*IffC Corporationa and Their Pension Fonda:

1970 (New York : Louis Harris and Associates, Inc, 1971), p. 85.
"-The Pressure of Pension Funds to Perform," op. oft., p. 95.
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nation of age re(inirements and the eduction of service requirements
for vesting; second. terminal earnings formulas have become more
widespread as a hedge against inflation, and benefits have increased
to replace a greater share of final salary; and, third, early retirement
provisions have proliferated, they have been changed to permit exit
at an earlier age. and benefits have Teen increased.'`" Experts gen-
erally agree that these trends will continue to be predominant over
the next decade. Many feel that portability provisions will also expand
as intik icmployer plans continue to grow in importance, as stable and
established plans work out greater coordination, with reciprocity
agreements. and perhaps as Federal legislation is passed to enema,
age portability. But to the extent that earlier vesting is a partial sub-
stitute for portability provisions and that only vested rights can be
transferred anyway. vest ing changes will probably affect more workers.

To tinanm further improvements, most experts believe that Matti-
bUtiOnS will continue to expand at a rapid rate.78 As suggested, how-
ever, there are reasons to believe that the pace of growth and change
will slow. Whatver the future may bring, the fact remains that the
private retirement system now covers half of all private wage and
salary workers, and it Is providing benefits to an ever increasing pro-
portic-i of new retirees. Pension and profit-sharing plans have under-
gone significant changes in the last decade. and the impact will be in-
creasingly felt in the coining years as more and more participants
reach retirement age. Because of the lag between lead plan changes.
their widespread replication and their full impact, it is the past rather
than future developments which will largely determine the labor mar-
ket impacts of the private retirement system in the next few years. It
is, therefore, vital to look at the provisions of pension and profit-shar-
ing plans. as well as the trends in these provisions, to determine their
likely effects.

:4 .I The Forces neshainz Social Security," op cit., and Garnett Horner and
Philip ShAndler, "Nixon Will OK Benefits Rise," The Evening Star and The
Washingtot. Daily News, October 30,1972, p. A-8.

vT 1970 Study of Industrial Retirement Plans, op cit., pp. 1-17.
" T. 3. Gordon and R. E. LaBleau, "Employee Benefits, 1970-1985," Harvard

1lUSiliC88 Review, No. 1, January 1970, pp. 26-28.



DEFEtutED WAGEs ANn Lust at Cos Ts

The De lowed 11. age Concept

1.7 p until the last several decades, pension and profit-sharing benefits
were generally regarded as awards or gratuities rather than cunt racted
obligations between employers and employees. Often, they were paid
glut of operating expenses rather than reserves, with the employer hav-
ing the right to deny payments to any employee. As an example, one
of the earliest plans contained the following disclaimer:

This pension plan is a voluntary act on the part of the company and is not to
lie deeuami or construed to he a part of any contract of employment, or as giving
any employee an enforceable right against the coutpuay. The hoard of directors
of the entupany reserves the ric:ht to alter, amend, or annul or cancel the plan or
any part of it at any time. The right of the company to discharge any employee
at any time shall not be affected by this plan, nor shall such employee have any
interest in any pension after discharge.'

As retirement plans became more firmly established, particularly
where they were part of collective-bargaining agreements, conceptions
began to ehange. The Inland Steel deision in 1947 was a landmark,
with tile National Labor Relations Board ruling that:

Itealistleally viewed, this type of wage enhancement or increase, no less than
any other. becomes an integral part of the entire wage structure and the elm ray-
ter of the employee representative's interest in it anti the terms of its grants, is
no different than any other case where a change in the wage is affected.'

Today, it is generally accepted that retirement plan contributions
are a form of "deferred compensation" rather than a gratuity, at least
where these outlays cover current as opposed to past service liabilities.
According to income tax regulations, payments into funds are set aside
for use only for the benefit of employees. The level of payments under
collectively bargained plans is usually determined along with other
noneash benefits as part of the total compensation package. Employers,
therefore, generally vie contributions as a cost of labor, while work-
ers view them as a deferral of wages for the future.

pespite this general agreement that pension and profit-sharing con-
tributinns are a deferred wage and a labor cost, there are many unre-
solved issues. Where benefits are extended for past service when wages
were not deferred, the employer may feel that-his obligation is not the
same as in meeting current service liabilities. Some firms make very
slow progress in ftlnding these past liabilities, to the detriment of cur-
rently employed workers who might find that there is not enough
money to pay promised benefits if the employer goes out of business.

'Cornelius .Tustin and Mario Impellizeri. "The Mirage of Private Pensions,"
Private Welfare end Pension Plan Legislation, Hearings before General Sub-
committee on Labor. House Committee on Education and Labor, 01st Congress,
1st and 2d Sessions ( Washington : U.S. Government Printing Office, 1970), P. MS-

a Ibid., p.
(41)
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Another issue is whether the individual as opposed to the VOrertid work
force as a whole has claim to wages deferred into retirement funds. If
contributions Mine from everyone's potential paycheck. then it might
he argued that everyone should get a benefit. Though all retirement
plan contributions lire Stipp°Sed to go .o workers as a group. many who
Work Under a plan never meet the qualifying requirements.

Whether retienient eontrilmtions are considered "group deferred
wages" or "indivithial deferred wages:* and whatever the contractual
interpretation given to past service liabilities, it is clear that contribu-
tions are labor-related costs and part of the compensation package for
the VIIIplop*.

At-rooting Pe fers.01,4

Expenditures for retirement progams are rising rapidly and ac-
count for an increasing share of all private employee compensation.
In 19:M. 4.2 percent of the $2.61 hourly average compensation of pm-
(billion and related workers in manufacturing industries went for e-
tirement programs:., percent for social security. and 2.2 percent for
private retirement plans. In 1970, 6.5 percent of the $4.24 average
went for retirement programs, including 3,7 percent for social secu-
rity and 2.9 percent for private retirement or profit-sharing plans.
Contibutions for private manufacturing plans, therefore, doubled
from 6 cents per hour in 1959 to 12 cents per hour in 1970. For all in-
dustries and all workers, private retirement plans absorbed 3 percent
of payroll or 14 cents per hour in 1970.3

These costs are unevenly distributed. Manufacturing firms paid 3
percent of all compensation in 1968, or 12 cents per hour for private
plans onmared with 2.5 per eent and 9 cents per hour for nomnanufac-
tiltng industries. Establishments with over WO employees paid 4
percent or 18 cents per hour compared with 2.4 percent and 9 cents
for firms with 1(M) to 499 employees, and 1.5 percent and cents for
those with under 100. In establishments d olered by collective bargain-
ing. 3.1 percent of compensation or 13 cents went to private retirement
plans while in noneovered establishments it was only 1.2 percent or 8
cents per hour. More was spent for office employees (8.4 percent of
compensation or 16 cents per hour) than for non-office employees (2.3
percent of compensation or 7 cents per hour) .* Generally, the propor-
tion of compensation deferred for private retirement plans in 1968
was larger in establishments with higher average earnings (table 10).

"Enipioyee Compensation Reached $4.54 an Hour in 1970," News Release
by Bureau of Labor Statistics, November 24.1971.

4 Employee compeneation is the Private Nonfarm Economy, 1968. U.S. Depart-
ment of Labor Bulletin 1722 (Washington : U.S. Govt. Print. Off" 1971).
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TABLE 10.The propurtili ff etrinpenNUtion deferred for private retire-
ment.plans in 11168 ww larger in egtahlishments with higher arerage
earningx

Average hourly 1.4M111,2lAiit i et

Total
Under $'2 50
$2.50 and under $3.50.
$3.50 and under 84.75
84.75 and over

Nouonivvemiaisv....s nave enuaop4.4

%wend-
it urs as

! Prcota i
in pervent of Percent in

staltlish- i
; oming,- l.tablish-

mts wP..t., ,motion ht mons with
expend- ; (%tuhlish- expend-
!tures mews with RUNS

expend-
it ups

19
52
72
87

3. 5 67
2. 4 :
3.0 1 46
3. 3 1 70
4.1 1 77

Expend-
itures LS

percent of
tlitittle11-
satin?' in
establish-

ments with
expend-
itures

4. 7
3. 8
3.6
4. 2
4.9

litourec: Bureau of Labor Ararlsti..s. Cninpenui inn In Prireff Nonfarm Storm,. toffs.
Dopulment or Labor liulletin 1722 (Washington. I).C.: C.tr. tiovernment Printing Office. 1g71)

As indicated previously, there wide variation among all sizes
and types of establishments in the incidence and level of private pen-
sion plan contributions (table 11). In 1968, 41 percent of employees
were in establishments with no expenditures, another 17 percent were
in ones which contributed less than 2 isereent of the payroll, and IS
percent were in those with outlays of less than K cents per hour. At
the other extreme. 5 percent of workers were in plans where 'wivee
pension expenditures were s percent or more of payroll, and 12 percent
are covered by plans with contributions of 2:i cents or more per hour.

Adrdove,, and PhwiruntogeN for the Employer

The- fact that the share of total compensation allocated to retire
mist plans has increased, while the proportion in cash payments has
declined, suggests that the employer, the employee, or both, find ad-
vantages in deferring. wages. For the employer, contributions to re-
tirement plans may he preferable to esond wage payments bemuse
they offer some degree of short-run flexibility in that they can some-
times be delayed. because they might help to discourage turnover and
retain skilled workers. and because they can be used to phase out older
and less productive workers in a Immune way. The welfare dimen-
sions are probably a major factor in the employer's mind, whether for
altruistic reasons or self-interest because of employees' demands:
Pension and profit-sharing contributions purchase more future bene-
fits than an equal increment to wages and salaries. Every dollar con-
tributed to a tax-qualified pension fund is deductible as an expense
by the employer. If the contribution were included in the earnings
of the firm. that is. considered as profit distributed to employees, it
would be taxed at the maximum corporate rate of 4 jx.reent. More-
over, there is no tax on the annual investment income of the pension
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TABLE 11.There '28 Wide variation among all sizes and types of estab-
lishments in the incidence and lad of private pension plan contribu-
tions

1968 An with prty- t. 1 Ntinufacturiiii: I Nonnnunt-
poolon I twt tants:

Contribution as percent of compensa-
tion:

All establishments (percent)
Establishments with expenditures

(percent)
Total (percent)
No expenditures
Under 1 percent .
1 to *1
2 to 3
3 to 4
4 to 3

2. 7

a S
100
41

7
10
10
11

3. 0

3. 6
100
24
5

11
13
16
ii

2.

4.0
100
30
7
0
S
9
fl

3 to 6 4 7 3
6 to 7 3 4 3
7 to A. 1

8 to 9
1
2 *12

to 10 1 1 1

10 to 11 1
11 to 12
12 and over 1 1

Contribution per payroll hour:
All establishments (cents) 11 13 tt
Establishments with expendi-

tures 17 17 17
Total (percent) 100 100 100
No expenditures 21 4 30
Under 1 cent 3 5 3
2 to 4 3 6 3
4 to) 6 5 5 II

6 to 5_ 3 6 4
S to 10 4 6 3
10 to 12 3 3 2
12 to 14 4 6 3
14 to 16 3 4 2
la to 18 3 4 3
18 to 20 3 3 3
20 to 23 12 3
3 to 30_ 4 6 3
30 to 33 2 3 2
33 to 40 2 2 3
40 to 50 2 2 3
30 to 60 1 1 1

60 and over 1 4 1

Sourer: Bureau of Labor Fatatisties. fimployee Crinpeniation in tot P-iroft Nontismn Economy. 194E4 V.K.
Department of Lobo. bulletin 1722 (Washington C.S. Government Printing °Mee. 1971) pp. 2$-29.

funds, making it advantageous to the employer to operate on a funded
rather than a pay-as-you-go basis since most other uses of the funds
would be taxable. As a further benefit to the employee. contributions
and earnings are not taxed until the year they are received, when the
individual's income and tax rate are usually lower. The Treasury
Department estimated that this tax treatment resulted in between
$1.4 and $3.9 billion in subsidies in 1906 (table 12). This is very im-
portant when it is considered that in 1966 employer contributions
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totaled only $S.2 billion,n The President's Committee on Corporate
Pension Funds estimated in 1905 that if an employer paid coy orate
income tax on his contribution as well as on the earnings of the funds,
a $100 a month pension under a "typical" plan for a "typical" worker
would cost $101 a year as opposed to $71 under existing tax rules."
There is some debate among tax experts whether the rules applying to
retirement contributions are "preferential" or "normal" under the
conventions applying elsewhere.? It is certain, however, that if con-
tributions or the income of funds were taxed, this form of compensa-
tion would be much less attractive to both employers and employees.

In order to get tax breaks. a pension or deferred profit-sharing plan
must meet several Internal Revenue Service regulations. Tt must have
written terms providing benefits exclusively for employees and their
beneficiaries. It must be pernirtnent and all contributions must be
reserved for participants. It must be nondiscriminatory relative to

TABLE 12.The Treasury Department estimated that this tax treatment
resulted in between $1,400,000,000 and $3,900,000,000 in subsidies
in 1966

Item
Based on

individual
income tax

Based on
corporate
income tax

1. Revenue gain from benefits subject to individual
income tax -1-$325 +$325

2. Revenue 1thki from tax-free income of pension and
annuity funds 530 1, 350

3. Revenue loss from present tax treatment of employer's
contributions 1, 150 2, 850

4. Net revenue loss 1, 375 3, 875

NOTES

Item 1: Under present law. benefits taxed to the extent they exceed the employee's contributions. Of an
estimated 53.300,000A0 in private pension benefits in 1966. it is estimated that $6 percent appear on non-
taxable returns or are excluded as a return of contributions. The remainder would be taxed. under the
Revenue Act of 1964, at a marginal rate of about 30 percent (based on the inoome distribution of pension and
annuity income), but about !i of the tax would he offset by the retirement income credit. Thus, approxi-
mately i325 million is now obtained by taxing benefit*.

Item 2: Total investment income of private pension funds and annuity plans is estimated at $3,000,000,000
in calendar year 1966. This would yield tax revenue of $550.000,000 at individual rates and about 11,350,000,000
if taxed at corporate rates.

Item 3: At 1966 income levels, corporate contributions to private pension and profit ..naring plans are
estimated at about $6.300,000.000. Under the Revenue Act of 1004, the marginal rate on salaries and wages
is estimated at 18.4 percent, including nontaxable returns. If corporate contributions were treated as being
vested in the employees and taxed to them, their liabilities would rise by $1.150.000,000.

The marginal tax rata on corporation deductions under the 1964 act is about 45 percent. Therefore. if in
lieu of emmayer's contributions these amounts were included in corporate profits and were made taxable
to the employer. corporate tax liabilities would rise $2,t650,000,000.

Source: Raymond Goetz. Tax Treatment of Pension Plans. Prefn Intiat or Normal? (Washington: American
Enterprise Institute for Public Policy Research. I1369). p. 65.

a Walter W. Nolodrubetz. "Two Deeades of Employee-Benefit Plans. 1950-70 :
A Review." Social Security Bulletin. Apt:1 1072, vol. 85, No. 4, p. 20.

' President's Committee on Corporate Pension Funds and Private Retirement
and Welfare Programs. Public Policy and Private Welfare Programs (Wash-
ington: U.S. Government Printing Office, 18651. p. 16.

' Robert .1. Myers. "Government and Pensions." Private Pensions and the
Public Interest (Washington : American Enterprise Institute fot Public Policy
Research. 1970). pp. 20-50.
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different classes of elovees. and annual contributions, at a mini-
mum. must meet curently accruing liabilities a iand the interest on
any unfunded liabilities.4

The employer. therefore. has some flexibility in contributing to
pension funds, and a greater degree of flexibility under profit-sharing
plans. which he would not have in paying wages. In a bad year. the
single employer with a trusteed fund might forgo contributions or
reduce them somewhat. making them up when profits are higher. As
an example, the Aluminum Company of America made pension plan
contributions of $11.3 million in 1967 when its net income was $107.4
million; contributions fell the next year to $9.8 million when net
income fell to $104.7 million. They rose again the next year to $1.7
million as net income increased to $122.4 million then fell to $11.4
million when income declined to $95.5 million.°

Not all employers have this flexibility under their retirement plans.
In multiemployer plans. for example. contributions are frequently
set as some amount per hour independent of ability of a given firm
to pay. Likewise, in many insured plans, contributions have to he
made on an actuarial basis each year. Overall. there :.; some reason
to doubt the flexibility of contributions since they rose by 10 percent
in 1907 and 1966. but still increased 10 percent in 1970. despite the
recession." The cutbaeks by employers with financial difficulties were
apparently balanced by increases elsewhere. It was probably only the
plans which were already overfunded or those firms with special diffi-
culties which chose to reduce their contributions. I lowever, there was
some degree of extra flexibility for some firms.

Another dimension is the flexibility retirement plans provide rela-
tive to wage and price controls. During World War II. private retire-
ment contributions were not controlled, and many employers who
could not raise wages increased or initiated retirement plans to attract
and lild workers." 1Vhi le pension and profit-sharing payments were
included under the controls initiated in 1971, (here is some evidence
that at least a few firms increased their contributions toward agreed
upon benefits in order to stay below profit =min ceilings. For
instance, the Ford Motor Co.. which applied to the Price Commission
for price increases citing low third-quarter 197 earnings, had in-
creased its pension fund contributions from $60 million in the third
quarter of 1971 to $73 million in the third quarter of 1972.12
Whether this was a conscious attempt to hold down profits and to
stocki)ile reserves for fat are pension payments after controls would
presumably 1w lifted cannot be known; certainly, this would be a
rational course.

Inca rim IN port of Art/rifles of the Prlrate Welfare find PenxIon Plan Study.
1971. Senate Committee on Labor and Public Welfare. 924 Cong.. first mess.
(Washington: Government Printing Office, 1072). p. 23.

°Pensions data from the Alcoa annual Welfare and Pensions Plans Dis-
closure Act reports and net income data from the Fortune IX* series. 106$.
11010. 11170. 1971. and 1972.

" Walter W. Kolodrubetz. "Two Deeades of Employee Benefit Plana," op. cit..
p. 20.

" Institute for Life Insurance. Prlrate and Public Pension Plana Ix the United
.talus 4 New York: Institute of Life Insurance. 1960), p. 1.

"-".tatomak*.r. Argue for a 3 Percent Boost." "Ilithlex* Wet*. Nov. -I. 1972.
p. 23.
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Perhaps an even greater advantage in the eyes of some employers
is that. current settlements do not necessarily increase current costs.
The employer may. for instance. provide only the interest accumula-
tions on his unfunded liabilities though the cents-per-hour cost attrib-
uted to retirement plan changes would include the funding of past
service liabilities. More generally, management has been able to pro-
vide rapidly increasing benefits without paying the full cost because
of increasing earning rates on funds over the last 10 years. Many em-
ployers count on such savings in bargaining over retirement benefits.
For instancy. a 197() survey of large pension fund managers found that
90 percent expected their costs to double over the next. 5 years. yet they
estimated a rise of only 10 pereent in contributions on the assumption
that the rate of return of the pension funds would continue to rise.'"
Whether the employer expectations are realistic, it is clear that they
are promising benefits on the assumption that their current vontibu-
lions will have to meet less than full cost.

The retirement plan contribution may have other advantages and
disadvantages to the employer which an equal wage payment would
not. It is undoubtedly true that middle-aged and older workers who
are looking forward to retirement and have long employment will
favor greater contributions, while younger workers, usually short
term, will favor the extra dollars in the pay envelope. The extent of
contributions and types of benefits may affect the work attitudes and
patterns of these segments of the work force. as is true of the whole
package of employee benefits. For instance, under multiemployer
plans. contributions may have less impact on the commitment of the
workers toward a particular employer than contributions to company
trusteed plans which are identified with the sponsor. Plans with high
benefits but lengthy service requirements may have a positive impact
on older workers near qualification but a negative impact on younger
workers whose wages are being deferred for a far distant possibility.
These impacts cannot be documented, and they probably affect work
patterns only marginally, concentrating in establishments with plans
that are significantly better or worse than the average, but any factor
influencing the attitudes of the work force is not unimportant.

One of the longstanding controversies of economic and business
theory is whether profit-sharing motivates the individual worker. In
the present context. the issue is whether deferred profit-sharing plans
would have more impact on worker performance than regular pension
plans, if both offered equal benefits.

There are some indications that in some industries. profit-sharing
many increase productivity. For instance, two studies of lame depart-
ment store chains from 1952 to 1958 and from 1958 to 1969 found that
the profit-sharing companies. such as Sears & Roebuck. J. C. PeIMPV.
and R. H. Macy. had better performance by almost all financial indi-
cators than the non-profit-sharers such as Marshall Fields and .1.11ied
Stores Corp." The detainment store chains with profit-sharing claimed
that their plans had some favorable impact on employees and that this.
in turn, contributed to the financial success of the company (table 13).

"Duels IIarrlq and Asmoelatex. Large earparaliona and Their Pension Funds:
197n. op. cit.. rm.

14/lert Metzger and Jerome A. Collett'. nova Profit Sharing Pay? a:r.thattin.
Ill.. Profit Sharing Research Foundation. Mill.
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There i., ,-;) way to know whether the profit-sharing plans really had
an impact, or, if so, whether it was the impact dependent on the profit-
sharing aspects of these plans. For instance, in the Sears plan in 1969,
the average employee retiring with 15 to 19 years of service had an
account of $.24,000. while those with 40 years of service or more had
an accumulation of $3;.18,000; these accounts would provide the aver -
age 65 -1 ear -old retiree an annuity of roughly $180 and $2,500 a month,
respectively." This high level of benefits, rather than the fact that they
were related to the level of profits, could have accounted for greater
worker satisfaction and productivity.

A much more comprehensive study of 175 companies compared the
financial performance of 65 profit sharers in 9 industries to the other
firms without profit sharing." Judging from the level of operating in-
come, the net income margin, the return on assets, investment, and
common stock equity. and the earnings per employee, profit sharers
performed better in eight of nine industries; measuring the trend in
these six variables, plus the trend in sales, earnings per share, divi-
&aids per share, and market price per share, profit sharers outper-
formed other firms in seven of nine industries (table 14). To the extent
that the selected companies were characteristic of the universe, thebet-
ter performance of the profit sharers may have resulted from better
management and not increased worker productivity, and profit-sharing
plans might have been one of the things which could be afforded out
of high profits. It still remains to be established that workers whose
retirement incomes depend on the annual level of profits will work
harder than those whose benefits are fixed by the plan prior to retire-
ment. Nevertheless, the evidence should not be dismissed totally. There
is a reasonable possibility that profit-sharing plans will have some im-
pact on productivity. For instance, if 10 percent of the work force of
a company is 45 and over and retirement conscious. and they increase
their output 10 percent each, total company productivity rises by 1
percent, which is not at all insignificant. A liberal profit-sharing plan
might have an effect of this magnitude, especially in service and retail
industries where personnel productivity is hard to measure and largely
dependent on the individual worker attitudes.

21 Ibid., p. 69.
" Bion Iloward and Peter Dietz, A Study of the Financial Significance of Profit

Sharing (Chicago, Ill. : Council of Profit Sharing Industries, 1969).
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TABLE 14.--Jodging .from the lerel of operating income. Me net income
margin, the return. on assets, inrestment and common. stock equity and
the earnings per employee, profit sharers performed better in 8 of
mdsstries: measuring the trend ;n these 6 rariables plus the trend in
sales, earnings per share, d;idendx per Aare. and market pr ;ec lug
share, prigit sharers ostperforme! other firms in 7 of indastries

ProilI sharing eompa..'es compared with average of
nonprofit sharers

I tolutrY
Level 19641. number

indleatbrs-----:- --
Higher 1 Same Lower

Trend

t'p

194$ to
number indieltors

Chan .e I lawn

6

0
0
4

1

(1)
0

Chemical,*
I/rugs
Elect ri bnies
Nlaehinery and metal fahrieattrs__
hl-integrated nuestic

Publishing
Retail department stores and mail

order _

Retail department stores
Retail food chain'
Tobacco, cigarette,*

Total

5
0
6
6
1

:3 i

1

( 1)
1

4

1 1

1

0
0
2
2

2
(01
4
2

t)
5
(1

0
:3

1

3
(.5)

1

0

10
4
7
2
7
3

9
(8)

7
6

4)

0
2

1

3
3

0
(1)i
3
2 j

27 14 13 55 21 I 14

Source: Rion flowarl and Peter I fietz. A Rudy of the Financial Sptifitatut of Profit Atari's,' tlling°.Ill.: Council of Profit Sharing Industries. 1969). p.8.

Adrantage* and Disadvantages for the Employee
The worker is not so concerned with how much the employer must

contribute to pension plans as he is with the retirement income he is
promised and his chance of receiving it. The $1.800 median benefit to
newly retiring males may replace only a proportion of preretirement
income, but to provide this amount commencing at age 65. roughly
$20,000 has to be accumulated." The average worker earned about
$150 per week in 1971 18 or roughly $7,500 per year, out of which there
would be nearly $850 in social security and income taxes for the head
of a family of four." To save $20,000 over 20 years would require the
worker to set aside a tenth of his take-home pay each year. The chances
of doing this are very slim even if all deferred wages instead went into
the pay envelope. Not only is savings relatively painless when dot k

through the deferred wage approach (and the limited available evi-
dence indicates that it is not offset by cutbacks in individual savings).
but it is also encouraged by favorable tax treatment that is. the worker
does not pay the 14 cents-on-the-dollar income taxes.

"Estimated by the Franklin Life insurance Co.
" Manpower Report of the President. 1972 (Washington : FS. Government

Printing Offlee. 1972 ). p. 217.
Statement of Andrew Bletniller before House Ways and Means Committee

on MR. 12272. The Administration Pension Proposal. May 11. 1972 (mimeo-
graphed).
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For those who receive benefits under private retirement plans, it is
also true that the deferrals from their own wages provide only a por-
tion of their benefit. Employers contribute on the assumption that only
a minority of the employees will eventually qualify for benefits either
because of death before retirement, turnover before qualification, or
some other reason. All else being equal, the smaller the proportion of
workers eventually qualifying for benefits, the more they can be given
from any level of annual contributions to those who do qualify. Re-
strictivepension provisions facilitate a higher payment to beneficiaries
by denying them to those leaving th© plan. Provisions which would
increase the proportion of covered workers ultimately qualifying for
a benefit would reduce the level of benefits which could be provided to
each retiree out of given contributions. In considering the attractions
of private retirement plans, one of the concerns of the worker, there-
fore, is his chance of being among the beneficiaries rather than among
those who are excluded.

These chances are determined by the interaction of age, service, and
preparticipatinn provisions of retirement plans. For instance, in the
1970 Plumbers Local 1:30 pli.n with the Plumbing Contractors Associ-
ation of Chicago, the normal retirement age was 65 with a 15-year
service requirement. In order to receive full benefits, the worker had
to be on the job at age 65 and have bad the requisite service. But a
worker who retired at a r...nimum of 6.2 with 15 years of service could
also receive a benefit, calculated by reducing the normal benefit five-
n inths of 1 percent for each month under age 6.i. In addition, a worker
any age with 10 year of service qualified under the vesting provision
for 5 percent of a normal benefit upon reaching age 65, and for each
year of service beyond this he would get another 5-percent share. Con-
ceivably. after :30 years, of service and age of, say. 4H, he would be
qualified for a full benefit at age 65. Under this plan, then, the worker
who stayed at least 10 years would get something, while after 15 years
of service he or she would qualify for normal or early retirement.2°
This contrasts with provisions such as in the Clothing Workers 1970
national plan. which also had a normal retirement age of 65 but a
longer service requirement of 20 years. While there could be early re-
tirement at 62. the worker also had to have 20 years of service, since
there was no vesting.'" Obviously, the worker s chances of obtaining
any benefit from this plan were much smaller than under the Plumb-
er's Local 'Ilan if t'.e probability of leaving the scope of coverage were
the same.

In 1tH 77 percent of all private pension plans had vesting provi-
sbms which entitled a worker leaving his job before normal or early
retirement ages to still receive some benefit at a later date, with most
requiring 5 to 15 years of service and attainment of a stated minimum
age. Eighty-seven percent of plans had early retirement provisions
providnig mullet bate benefits to long-term workers leaving before nor-
mal retirement lige. Though vesting and early retirement provisions
have (mown more widespread over the last decade, with shorter service
perimris, a worker still has to stay on the job for many years to qualify
under most plans (table 15).

DeprirttnPnt of Labor. Ingest of Relerterl Pension Plana. 1970 Edition
(Washington: 1%8. Government Printing Office, 1971), p. 55.

"Ibid., p. 125.
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As a consequence of these standards. ninny workers who hold jobs
with retirement plan coverage never qualify for benefits. Critics of
the private retirement system have pictured it as a massive crap game.
in which only a few winners take all.'= This perhaps exaggerates the
element of chance which is involved. and ignores the fact that workers
who leave cue plan without qualifying for benefits may move on to an-
other where they will. Nevertheless, it does ..ightly suggest that retire-
ment plans introduce an element of uncertainty which individual sav-
ing from higher wages and salaries would avoid.

The probabilities of qualifying for and receiving a benefit vary
from plan to plan and from one set of workers to another. In the
aggregate, it is necessary to make a number of assumptions in order
to estimate the average likelihood of pension receipt. A highly pub-
licized study of the experience of 51 large plans with lengthy vesting
requirements (11 or more years of service) and 36 plans with less
stringent requirements (10 years or less) found that in the long-vest-
ing plans, which had 5.2 million participants who left their plans
since 1950. only 253,000 received any benefits or rights to benefits. In
other words, for every one beneficiary, there were roughly 20 who
participated in the plan but received nothing. Among those without
benefits, 116.000 had 15 or more years of service before leaving their
plan, 280.000 had 10 or more, and 720,000 had more than 5 years of
service. In the sampled plans with a vesting requirement of 10 years of
service or less, only 243,000 of the 1.5 million who left the plan since
1950 received a benefit or vested right.23 The probabilities of receiving
a benefit were much higher for workers terminating in the last 5 years.
reflecting the changes which had been made liberalizing vesting and
retirement requirements. Still, there were 79 participants terminating
without any vested rights for each one w:io qualified in the long-
service plans and nine for each one in the short-service plans (table
16). This suggests that the odds are not very good for covered workers
to receive a benefit.

thwever, the basic fact is that most young workers go through a
period of job search before they settle down to more stable work pat-
terns; that is, before they stake their futures on their work. They
may hold a job for a year or t vo in covered employment, and then
move on to another covered job for a year or two before finding a
permanent position to their liking. Though they do not qualify in
their shorter term jobs, they still have time to do so in the longer
term ones.

Most workers do eventually settle down, accumulating long tenure.
A survey of 62- to 65-year-did new social security registrants found
that 46 percent of males had worked 25 years or more on their long-
est job, and that 30 percent more had worked between 15 and 25 years
with one employer. For women, 44 percent worked 15 or more years.
Among these new social security registrants, those with long service in

"Statement of Merton Bernstein, Private Welfare and Pension Plan Legisla-
tion, op. cit., pp. 245-290.

Interim Report of Activities for the Private Welfare and Pension Plan
Study, 1971, op. dt., pp. 129-184.
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TABLE 16.-- Thera were 70 pullet:pants terminating without any rested
rights. or each 1 alto qualified to the long-serrice plans, and 9 for
each 1 in the short-serce plans

fll pions with
taw ve.ittner or

l'aitieipants vested rights and forfeitures vom hill with li
yerrs of vervice

or 111011.

I 36 plate:
! vesting
gears

1,

with
after lit

of Nerviee
or less

1. Participants in last 5 years
. Active participants in last 5 years who left scope of

plan
3. Participants in last S year who received vesttd

rights on termination of employment prior to
retirement

4. Participants who forfeited in last 3 years regardless
of length of service_

3. Participants who forfeited in last 5 years with more
than 15 years of service

6. Participants who forfeited in last 3 years with more
than 10 years of service

7. Participants who forfeited in last 3 years with more
than 5 years of service

8. Participants who forfeited in last 5 years with 5
years of :-ervice or less

2,

1,

900, 000

200, 000

12, 535

991, 111

t; 335

6:3.894

133, 522

833, 589

800.000

400, 000

38, 037

332, 760

470

1, 451

65, 177

267, 583

Sown.: t.s. ttenate Committee on Labor and Publie Welfare. Abram port of eletivitka for Mr Pritate
fOlfare and 14 h.ion Plan Mudy, IOU (Washington: U.S. Government Printing Office. 1971;. pp. 130-133.

a single job were more likely than others to have been covered and if
covered, to receive a benefit (table 17). For instance, 70 percent of all
males with 25 or more years of service were covered in their longest
job, and J2 percent of these were receiving or expected to receive a
benefit. Overall, the average 6:2- to 65-year-old male who worked pri-
marily in the private sector had an 88 percent chance of holding a
single job more than 10 years and 50 percent of the time this job
was in covered employment. All but 6 percent of such covered N. orkers
received or expected to receive a benefit. For women, all these proba-
bilities were much lower.

The data about the past experience of employees and employers
understate the probability that current workers will receive 1)enetits.
There has 'wen no radical change in work patterns over the last sev-
eral decades, and workers in most cohorts are just as likely to accumu-
late long tenure on a job as those in past.24 Given these same patterns,
the growth of pension coverage and liberalization in qualifying re-
quirements have increased everyone's chances of getting a pension.
Tints, for instance. 67 percent of the plans in the Bankers Trust survey
in 1932 hail no vesting provision. but this declined to 18 percent in
1059 and 1 percent in 1970.23 The worker whose longest tenure job was
during the fifties had much less chance of being vested than the aver-
age worker under current plan provisions. It is to be expected. there-
fore. that the proportion of workers who are covered and receive a
benefit for jobs of 15 years or less duration will rise significantly.

" See table 19.
zs Hunkers Trust Company. 1970 Muth, of Indttatrial Retirement Plana (New

Tork : Hankers Trust Co.. 1970). p. 11.



TABLE 17.Among new Nwee'al security registrants, those with long
serriee ;it a single job were more likely than. others to have been corered,
and i f eoared, to receire a benefit

rtVat e llit4oyeA I..t jab
Percent of Percent

total C11141.1

Percent covered
receiving or
expecting to

receive
benefit

1110 52 92

Less than 10 years 10 I 27 07
10 to 1 t years 12 I 2S 73
a to 19 years . 15 I 44 83

20 to 24 years
25 air newt. I

1

15
46

54
70

91
97

N, rep,01., 3 30 92

Fenailes 100 23 83

1...4 Ilviti 10 years :31 11 40
10 I,. 1t year. 21 17 70
15 to 19 yar4 16 25 81
20 11' '24 t.ar.. 11 38 $7
25 or more 17 52 87
No re.pole.e 4

Source! Waiter W. Tolodrubetz. "Citaracterktics of Workers With Pension Coverage on Longest Job:
view Beneficiaries," Serial Security Butietio. Vol. 34, Nov. 11, November 1971, pp. 14, 20.

If the probability of receiving a benefit is estimated from the cur-
rent provisions of retirement plans and assumptions based on the
current work experience of covered employees, the chances of being
among the beneficiaries are much higher. A study of 864 pension plans
covering 867,000 employees found that 31 percent were already vested
and 37 percent could expect to be vested based on reasonable turnover
projections (table 18). For workers under 35, only 2 percent were
already vested, but 28 percent could expect to be vested and four-
fifths of the remainder had time to qualify for a pension with an-
other employer. A fourth of workers aged 35 to 45 were already vested,
but given expected turnover, another half would vest in the future,
while 11 percent of those not expected to vest in their current jobs
could probably tint( employment which would qualify them for later
pensis. Thus. it is estimated that two-thirds of currently covered
employees will receive a pension from their current plan, with an addi-
tional .20 percent having a good chance to qualify under another plan
in the fin ure. These e,timates may exaggerate the overall probabili-
ties of receivin pension benefits because the sample was drawn from
more liberal pen-ion plans., but they illustrate that currently covered
workers arc on11 more likely to get :t pension than those in the past.

fait 11.11,3hi:. however. that most velivilluals who work less than
10 year, 44: a Sintele ii in covered emp14)y11lent will not get a benefit

t hat pat t it.1.tr plan, ;11141 smile of those who work even longer
than t Win till =s the. rt.quiring earlier vesting may be
llee41441 to 11.1.4 WM the 1,1,1115 which have lngged in providing greater
security to workers. And whether or not such legislation is passed, the
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,:vferal of wa.res for retirement will still involve h:ks. The young
:peei.iny in a high turnover industry wit limit molt ietuployer

Mans. has I very low 1rolnibility of ever receiving I.enetits from the
yet :rement cant Hiatt ions of his current employer. Understandably, he
or I: 114)1%11a to tic fer presetit wages for the small (ince
un' 1).94 I from this part icular eontribution) in the distant future,
especially whene there is a time preferene for present over future in-
(-nue. On the other hand, the older worker with long tcntire and senior-
ity has a very good cloture of getting a pension: he or she will prob-
ably be much more willing to have wages deferred since these will be
supplemented by the deferrals from others who will not qualify and
since retireiwat is 111 sight.

The Woye Impl:ottionx of Ret;rement Co-ntrThutions

ip:pite the slowing growth of coverage under private retirement
plans over the lust decade, contributions have been increasing at an
accelerated rate. Between 19(11) and 1905. coverage rose by a fifth while
employer contributions increased by 55 percent : between 1905 and
19714 coverage expanded by 17 percent while contributions grew more
than 70 percent.26 Though there are a number of factors which may
forestall further expansion of coverage, there is every indication that
the proportion of the compensation package going to private retire-
ment plans in covered industries will continue to expand unless there
are drastic changes in social security costs and benefits or in the tax
treatment of private plans.

l Walter W. Kolodrubetz, "Two Decades of Employee-Benefit Plana.- op cit..
p. 20.
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Regulation of funding proeedures. financial managetnent, plan termi-
nation. vesting. anti perhaps portability provisions is likely. To some
extent. these controls will detract from the adaptability of plans to
Individual employer needs.

In meeting the increasing costs and legislative requirements. em-
ployers will not have as eas a time as tle.y did in the past. ('hanging
investment pat terns of pension funds led to rapidly increasing rates of
return and contributed to the protision of rising benefits. Some im-
provements may still be made in investment patterns. but rarely m
the largest employer trust funds which are already trying to earn
the maximum return possible.

As the stakes ineroase. employees can also ht' expected to show more
convent with the adequacy and the security of the benefits, and they
will want more control over the provisions of their plans. Like em-
ployers, they will find out that. the "free ride" of the sixties is over and
they can only get more benefits by giving up something else in the
compensation package. Union leadership will have to make difficult
decisions as to how much compensation should go to retirement plans
:is opposed to cash or other welfare benefits. They must also deeide
the mix of provisions within retirement plans. balancing the interests
of work forte groups. For example. younger workers clearly have less
to to in front retirement contributions as opposed to cash, and certainly
they have less interest in them than older workers, except insofar as
retirements create job opportunities. Where the former may be inter-
ested in earlier vesting and portability, the latter will be more con-
cerned N% ith early retirement or the level and security of benefits.
As a :toner:11 rule. the balance of power in the sixties lay with the
older workers. and most of the increasing pension cost; resulted from
earlier retirement provisions and increased benefits rather than earlier
vesting. lint, as noted .earlier. the demographic basis of this balance
is shifting. In 1968. 33.4 percent of the U.S. labor force was 45 to 64
years of age. and 33.4 percent was 20 to 34.

Iiy l9 0. labor force projections indicate that only 29.1 percent of
the labor force will he 4 to 64. and 40.7 percent will be 2n to 34." To
the extent the younger cohort prefers present. to deferred compensa-
tion. its increasing representation may ha' . a depressing effect on
the growth cif pension contributions. More likely. it. will result in
demand for st ill earlier vesting and for portability. These trends will
also be augmented by the Mere: ring number of women in the labor
force wilt) tend to have less tenure and probably less interest in retire-
men! ians.

The growth cif the private retirement system will have several im-
ppets ccn the laboi market as a whole. One indirect but possibly sig-
nificant effect of rising cont: ibutions and rektively btable coverage is
:t further bifurcation of the job market into a primary sector charac-
terwed by high wages. low turnover, unionization. a rich array of
employee henetits. ami a number of opportunities for job advance-
ment. and a secondary sector charaeterized by low wages, turn-
over. few organized workers. a !hearth of career, opportunities. and
meager employee benefits. The "secondary sector" is usually defined

sisph in C. Travis,. "The U.S. Labor Force : Projections to 1985." Monthly
Labeir zr. vIll. 93. Na. 5, May loin. p. 4.



to include retail trade, personal services, much of nondurable manu-
facturing. and these are also industries with relatively low pension
coverage and contributions." To the extent pension plans have all
impact on worker commitment, turnover and satisfaction. this vor-
relation is causal to some degree. The "haves and have nts" among
retirees are usually drawn from the primary and seeondary labor
markets, reseetively. As retirement benefits get better and better,
but art' mstricted to those lucky enough to have pension coverage, the
equity as well as econotnic implications of any labor market bifur-
cation will grow more apparent.

By far. the most important impacts of private retirement plans on
employers and employees remain to be examined in the subsequent
chapters. These will seek to determine the system's influence on em-
ployees' job-changing behavior and retirement patterns as well as on
employers' willingness to hire older workers and their layoff policies
(luring recessions. The preceding discussion should suggest that what-
ever the directions of influence of these variables, the impact is liable
to increase in the future as retirement contributions rise absolutely and
as a proportion of compensation while more covered workers become

trectell by the provisions of the plans.

"' Hermon Harrison, Education, Training, and the Urban Ghetto (Baltimore:
The Johns Hopkins Press, 1972), eb. 5.

1
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purchased for $7,500 upon retirement with a present value at age
4.1 of ...t..2041.4 This loss, if rationally considered, would provide some
impediment to job changing. Only a third of all workers are in plans
permitting vesting with 10 years or less service and 40 years or less
:lams. The more strict the age and service requirements for vesting, the
more a worker has to lose who is approaching qualification. For in-
stance. if the standard for vesting under Uniroyal were age F() with
20 years of service, the 40-year-old with 10 years of service would stand
to lose a $110 monthly benefit at age 5. an annuity with a present
value of $6.70i I:. To offset this loss, the worker wAuldt have to increase
his earnings considerably more or have other much better reasons for
leaving than the worker aged 30 with nine years of service under tin'
I .niroyal plan as it existed in 1070.

Once an employee is vested. however. the losses resulting from a
change in employers is reduced significantly. In the Uniroyal plan.
again, the worker would get $5.511 extra a month for each year of sery-
kp past vesting. and if he or she could find another covered job under
which tlubre was blue to qualify for an equal benefit. there would las
no complete lo,s of past service credits or of a chance to add to the
retirement b.ststit. Thus. the ininmbilizing impact of retirement plans
is a diseontimmous function Of age and service. rising as the worker
approaches vesting qualifications and declining to a much lower level
after vestnubnt.

While the ve-te(l worker has less to lOSP than the nonvested One.
the benefit he or she would attain by moving between and vesting in
equal Wan: 1, usually less than tin' benefit received by staying in a

plan. Pension benefits are consistently rising and vested workers
who have left employment are usually only eligible under time terms
which exi-led when they left. Thus, if a worker age 0 with .0 years
of service left the Uniroyal plan for another offering the same benefit
of tine's years of service, and if after 10 years the benefit went up

`+T.50 times years of service under both plans. he or she would get
only miz1s monthly (110 from Uniroyal and $.75 from the second
plan) after 2.0 years of work instead of the $225 for 30 years service
with Uniroyal. In plans with formulas multiplying some percent of
final earnings times years of service. this effect is even greater since the
worker who moves between plans usually has a lower final income
multiplied by his years of service under the first job. For instance. the
1070 United State,: Steel Corp. plan with the steelworkers paid 1 per-
rent of average earnings during the 10 years prior to retirement. multi-
plied by the years of servire. If income is assumed to rise 4 1)PrePlit
a year. the worker who split 30 years of service between this plan and
another with Qimilar provisions would get only S14 in benefits assum-
ing an aVer:If.r career earnings of tIll,sno. while the participantm only
one plan would get $105.7 The d idifferential would be even more if bene-
fits were increased (squally in both plans. However, it is doubtful

Vstiates by the Franklin Life Insurance Co. A discount rate of pereent
is assumed.

Estimate.: by the Franklin Life Insurance Co. A discount rate ('f pereent iq
:1gurtiml,

higemt srleetell pnsan monk MO Edition. op. cit.. p. 207.
.7 Arnold strasser. **Pension Formulas summit ixation: An Emerging Research

Tohnique.- Itonthin Labor Iterirm. April rail. p. 52.
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whether the average worker weighing a job chang,e carries his calcula-
tions as to potential benefits and losses to this extent. Most likely, if he
or she is vested, and is moving into a job with equal pension terms
under which there is time to accumulate a benefit, the worker dismisses
this as an issue.

In summary. vesting provisions reduce, but do not eliminate, the
immobilizing impact of retirement plans on the rational worker. Even
in a fairly liberal plan such as Uniroyal's, with a 40-10 age-service
requirement, the worker aged 39 with 9 years of service would stand
to gain the equivalent of $2.200 in present annuity value by sticking
on the job another year. After this point. however, the worker only
has to worry about the loss of future service credits and not those
accumulated for past service; the losses are significantly less and also
much less obvious.

The proliferation of vesting provisions over the last decade has un-
doubtedly reduced the immobilizing impact of retirement plans. The
substantial changes in age and service requirements for vesting have
also had an impact. Where vesting is earlier, the worker approaching
qualification has less to lose by job changing than the worker who is
near to qualifying under more lengthy vesting requirements. The
immobilizing effect on individual workers in plans with liberalized
vesting provisions is reduced. On the other hand. liberalizations reduce
the age at which the loss of benefits becomes a consideration. Younger
workers tend to change employers more frequently. both voluntarily
and involuntarily, and if the vesting age is reduced, a larger number
of potential job changers will be affected. The liberalization of vesting
provisions over the last decade has reduced the immobilizing impact
on each worker. but has increased the number of potential job changers
who are affected.

Early retirement provisions may also have some influence on the
labor market impact of private retirement plans. Like vesting pro-
visions, they permit the worker to leave the employer without loss
of benefits if he or she has attained a certain age and service. In
general. however. the age requirements for early retirement are stricter
than for vesting; and most plans that have early retirement also have
vesting so that the worker eligible for early retirement is usually
already vested." The only difference is that he or she can thereby
receive a pension immediately rather than waiting until normal retire-
ment age to receive the rested benefit. It is only in the plans without
vesting and with early retirement that the latter has a major impact.
Between 10 and 15 percent of all covered workers are in such plans'
As early retirement benefits are increased and the ages lowered, it is
entirely possible that some eligible workers would find it advantageous
to leave their job. receive a benefit, and then find another job some-
where else. Most likely, this would be limited to skilled or highly
educated workers who could easily find secondary employment at high
wages and who would be eligible for substantial early retirement bene-
fits. The example of white-collar Government workers and military
personnel who retire at an early age to other jobs may be duplicated

"Harry E. Davis and Arnold Strasser, "Private Pension Plans. 1060 to 1980:
An Overview." np. eft. p. 40.

'Ibid.
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more often in the private sector as retirement is permitted at an earlier
age with substantial benefits. To date, hoaeyer (as is discussed in the
next chapter) . only a small minority of workers purposely retire under
private pension plans in order to increase their income through second
jobs combined with benefits.

Portability provisions which allow a worker to carry accumulated
pension credits from one employer to another within the scope of
coverage may also reduce the immobilizing impact of retirement plans.
A few single employer plans have reciprocity provisions, usually for
transferring to subsidiary companies, but for the most part. portability
is a feature of multiemployer plans. Workers belonging to multi-
employer plans can change jobs and employers as frequently as they
wish, and get full credit for their service as long as their new' mployer
is a participant in the plan. The scope of the plan, therefore, deter-
mines the degree of mobility it permits.

Mulnemployer plans are concentrated in mining, construction, food
and apparel nianu faeturing, services, transportation and trade." These
plans vary widely in size. The largest plans. such as Central States,
Southeast and Southwest Areas (Teamsters) pension fund, the West-
ern Conference of Teamsters pension fund, the United Mine 'Workers
bittiminoth: retirement fund. and the International Brotherhood of
Elect-rival Workers and the International Garment Workers Union
plans each corer more than loo.000 workers." These usually permit
mobility within broad regions or over the entire Nation, and covered
jobs may include a wide range of skills and occupations. But the vast
majority of multiemployer plans are much smaller, covering a single
neeupation in :t limited geographie area. They offer less opportunity

intera reit a ml interocenpational mobility than the large multiem-
ployer plans. and, in fact, than many single employer plans where a
firm may have many plants. Among workers with a heavy investment
in training for a specified skill and with roots in a specific area only a
small proportion might consider job changes outside the scope of the
small multiemployer plan. But among less skilled workers, or those
with little attachment to an area or specific occupation, portability
may not really mean much. Also, balancing the portability features of
multiemployer plans is the fact that they usually have more stringent
or no vesting provisions. and are less likely to have early retirement
provisions. In 1969. 96 percent of workers in single employer plans
were covered by either vesting or early retirement provisions corn-
oared with only 7)4 percent of those in multiemployer plans; for vest-
ing alone. the percentages were S7 and 1 percent, respectively."

Despite the widespread and increasing ineidenee of vesting, early
retirement. and portability provisions, the fact remains that workers
considering a job ehange may still be impeded by the substantial re-
tirement acennuilations they might lose. Unless pension and profit-
sharing plans have immediate full vesting and complete portability,
they will reduce, to some degree, interfirm (and sometimes interarea
awl in teroccupational) mobility.

'" Ibid.. p. 40
"Labor Mobility and Private Pension Plans. Bureau of Labor Statistics, Bul-

letin No. 1407 (Washington : U.S. Government Printing Office, 1064).
"Harry B. Davis- and Arnold Strasser, "Private Pension Plans, 1960 to IMO:

An Overview.- op. cit., p. 46.
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Labor Mobility Patterns

The critical issue is the extent to which pension and profit-sharing
ruins have affected labor mobility. Based on the analysis of retire-
blew plan provisions alone. one might expect a significant influence.
"given in a plan such as rniroyal's with vesting after only 10 years

f service and age 40, the worker leaving the plan in the ninth year,
assuming the age requirement has been met, stands to lose a future
benefit which is currently worth some iit,200. If a worker were offered
this amount in cash to stay on the job for a year or two mi,re, most
would give it serious consideration.

If the private retirement system has, in fact, a major impact on the
propensity of the covered work force to change jobs. there should be
some evidence of declining quit rates and increasing tenure concen-
trated in the highly covered industries and among older employees
who are most likely to be near the age and service requirements for
vesting or early retirement Since nine-tenths of the growth in cover-
age over the last decade came from expansion of existing plans, it is a
safe assumption that the impacts of expanding coverage are greatest
in the already most intensively covered industries: in other words.
there is a reason for expecting some differential changes between in-
dust ries if private retirement plans have had an impact.

Looking first at the job tenure data, the evidence indicates that over
the sixties, there has been no increase in the median tenure of the
work force, even for workers 45 years and older (table 19). In 1963,

TABLE 19.-0rer the sieges, there has been no increase in the median
tenure (f the work force, eren for workers 45 years and older

Nfechan years on the urrent job

Ti. 0 1913 1966 1968

An worker.= 4. 6 4. 2 3. 8
14 17. . .6 .6
ls and 19 . 5 . rt .6
20 to 24 1. 1 1. 0 1.0
5 to 34 3.0
35 to 44. 6. 0

2. 7
6.0

2.5
r

45 to 54 9. 0 8. 8. 6
55 to 64 11. 1 :i.0 12. 3
65 and oVP1' 13. A 13. 7 12. 1

Mal: 5. 7 5. 2 4.
14 to 17 .7 .6 . 5
ls and 19 ..5 . 5 .5
20 to 24_ I. 0 1.0 .

25 to 34. 3. 5 :3.2 2.A
35 to 44 7. 6 7. 6. 9
45 to 54. 11.4 11.5 11.3
55 to 4_ 14. 7 15. S 14.
65 and over 16. 6 I 13. 5 13. 5

11,,ur ory. B. 11.01.40..1.1( Tenure of Ataero. Jannary 1962." vp, rid Labor rnret Rime.
Nu. 1 .1:11i:lentt. 1.5 I )91-0. 1914.: flarv R. Ihroel.foh Taure of Anwri. as

orker,..i.too.try 1'96.- Threat' of 1.:thor e -al Lo hot Pore, Rt po.t. (a4liington.
t;ovvntotit Priothig (111.vle. "Job 'reoure of Worker... taturtry MN." Hur..111 if
1. .1..1r :4t,1114 *.a. Smehtl Labor F'/Ter .Vo. I IP W34111;,ctral. t..s. Government Printiu °Mee,



the typical worker had been on his current job for 4.6 years: in 1966
it was 4.2, and in 196 it was :LS. Among 4:1- to :4-year-old males, the
decline was less. from 11.4 years in l!ii;3 to 11.3 years in 1968, but there
was no increase: while among 55- to 64-year-old males, there was a
very slight rise in tenure, from 14.7 to 14.8 years. If private retirement
plans contributed to an increase in job tenure, their impact. even
among the older cohorts which could be expected to be more affected,
was balanced in the sixties by other factors operating in the opposite
directions, for instance. the tight labor market which facilitated more
frequent job changing or the Vietnam war which may have lowered
tenure witlalrawing younger workers front the lalair force.

Breaking down the job tenure data by industry. and focusing only
on males 4:; years old and over, there is no evidence of a correlation
between pension coverage and tenure changes (table 20). Tenure in-
creased significantly between 1963 and 196s in the highly covered

atransportation and `utilities industries: but it rose even more in whole-
Nth and retail trade where coverage is low. and it actually declined in
durable manufacturing which is highly covered.

TABLE 20.- -- Breaking down the job tenure data by industry, and ,focusing
only on males .4; years old and oar, there is no eridence of correlation,
belueeu pension core rage and tenure changes

I witistty IN13 no riem twatola

Agrialt are . 21.0 15.7 21.4 +0.4
Ntaaigrieult tire 12.1 12.5 12.1 0

Mining 14.4 12. 9 13. 1 -1.3
Clmstruetif m _ 4. 2 4.2 5.4 +1.2

Manufaet tiring 14.5 15.7 14.7 j -.1
14. 5 14.9 14.3 -.2

.1f mduruble. 15.3 16.9 15. 4 . 1
Tratistsirtsit ion and utilities_ 17.1 17.2 18. 4 I +1.3
Wholesale and retail trade. 7.4 7.6 8.8 +1.4
Fin..nce, insurance, real estate 10.6 8.51 9.9 -.7

her servieeS 6.6 5.9 7.2 +. 6
Public udnlinistr.ttiran 13.:; 13. 1 12. 1 -1.4
Self-employed _ 13.9 15.9 12.1 - 1. 8

Ti d al . 12.8 13.1 12.7 -.1

sow" II 3I'veY "Job Minn. of A ttbri,ati Workers htmary 1'03. Bureau of Lab )t. Statistics,
Sinew, Labor Prim I. port. No. rta W. Wigton U.S. t iovvrattient Printing t 190). Bury* y I1. el,

14 AnivItrati Wurkers. January 14141. siocial Labor Fort( /?.pot. X's. 77. Bureau of Labor
St:4114w: Wuoiti gt .11 I .5. if tverntuplit i't in:11w I Mi,r. 1967). Edward ) 1441yle. "Mt Totiliro Of Workers.
January PHA:* Spt.011 Labor Forte Its port. (W ashiugton: I' invvrtinimit rintitut 1111icr. 1910).

Quit rate data also show little evidence of the impact of retirement
1,htn on labor mobility. In manufacturing. for example. the quit rate
per loo mph ,yms was 1.5 in 1959: in 1962 it fell slightly to 1.4, but
then it rose to 1.9 in 1965 and 2.6 in 1069.1" Over the same time, con-
tril.titions per worker for private retirement plans in manufacturing
estal;lishnients doubled." Looking on an industy-by-industry basis,

lints/hi!, Laho t,r i is tr. vial. 93. No. 7. July 1970. p. 1115.
" -Employee Compensation Reached $4.M An Hour In 1971." News Release by

Bureau of Labor Statistics, November 23, 1971.
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there is no apparent relationship between changes in quit rates over
the sixties and either the incidence of coverage or the extent of con-
tributions to private retirement plans (table 21). When selected indus-
tries are classified into high. medium. and low coverage groups ac-
cording to the percent of workers covered and the percent of payroll
contributed where there is coverage, the quit rate rose by an average
of 152 percent in the high covertge industries between 1960 and 1969,
while it rose by only 110 percent in the low coverage industries. Put in
another way, voluntary labor mobility increased most in those indus-
tries with the greatest incidence and largest expenditures for private
retirement plans.

TABLE 21.-On an industry-by-industry basis, there is no apparent
relationship between changes in quit rates over the sixties and either
the incidence qf coverage or the extent of contributions to private re-
tirement plans

Industry and covcra.:e

Percent
workers
covered,

1969

Percent
payroll

covered,
1969

Quit
rate.
1960

Quit Percent
rate. change
1569

AU manufacturing 83 4. 0 1.3 2.7 1 :08

High coverage:
Food and tobacco 90 4.4 1.8 3.7 106
Chemical 98 4.:3 .8 1.6 100
Petroleum 160 4.9 . 3 1. 3 160
Primary metals 9:3 4.9 .6 2.0 233
Stone, gl ,se, clay SO 4. 5 1. 1 3. 0 173
Rubber, leather, plastics 91 4.2 1.6 3.8 138

Average. 92 4. 6 1. 1 2. 6 132

11ectitim coverage:
Printing and publishing. _ 89 a 7 1.5 2.4 60
Machinery (except electrical) . 93 4.0 .9 1.9 111
Transport at i4,11 ecpiipment _ _ 90 3.9 .9 1.8 100

Average . 87 3. 9 1. 2 2. 0 90

Low coverage:
Textile and apparel 69 2.9 2.0 3.4 70
Paper, lumber, furniture 82 2.7 1.7 3.8 124
Fabricated metals 74 3.2 1. 1 3. 1 181
Electrical machinery 79 & 9 1.2 2.3 92
Instruments and miscellane-

ous 70 3.3 1.5 2.8 87

Average 73 a 3 1.5 3.1 110

Source: r.s. Chambr of Commerce, Kmplope Brarfit 1909, Bureau of Labor Statistics, Elosploraessi
sad Earnings, 190b -?D (%ashington: V.S. Government Pruning Office, 1970.
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A Selective Effect

Although the impact of private retirement plans on labor mobility
does not show up in aggregate job tenure and quit rate statistics dur-
ing the 1963 to 1968 period, there Is sonic evidence of an interaction
when pension - covered estsblishments are compared to those without
plans, and when the behavior of covered workers is compared to those
without coverage. A 1965 seven-city survey of establishments with 50
or more employees found in the aggregate, for most industries, and for
most age groups, that the number of quits per 100 employees were
usually lower in establishments with pension plans (table 22). In par-
ticular, covered workers 45 to 64 were three times less likely to quit
than those without coverage; among workers under -15, those outside
plans were half again as likely to leave. It must be noted, however, that
several characteristics of covered establishments other than coverage,
per se, probably al. 3o affect the mobility of workers: pension covered
firms are more frequently unionized and may have more attached"
employees because of seniority or other provisions: employers with
high quit rates rarely have pension plans; and high wage firms are
usually those which can afford retirement contributions. In other
words, the firms with the lowest quit rates ee likely to have the higher
wages. better working conditions, and greater job security. as well as

pension coverage.
Other more recent data support the finding of lower voluntary

mobility rates in covered employment. A longitudinal survey of male
workers initially at 4 to 59. found that between 1966 and 1967. 13.0

percent of all whites who were not eligible for pension benefits ehanged
employers, compared with only 8.4 percent of those who were eligible
(tab.. 23). The differential was especially noticeable in manufactur-
ing. where 16.7 percent of the noneligibles'ehangtbd employment volun-
tarily. compared with only 6 percent of the eiigibles. these differ-
entials occurred for workers with both long and short ,enure.

Though older male worker:: not eligible for pensions were half again
as likely to change employers between 1966 and 1967 as those who
were eligible. the pension itself was only one of the .assns. To some
extent. the highly mobile workers might have been more likely to be
ineligible for pensions because of past job changes. Higher paid work-
ers who were more likely to be covered were also less likely to change
jobs voluntarily. For instant . 26.5 percent of white males initially
aged 4! to 59 who earned less than $ per hour changed employers vol-
untarily between 1906 and 1967. compared with 9.7 perislit of those
earning between $2 and $2.99. and 9.0 percent of those earning $3 or
more.'3 Thus, for males in their preretireme-t years, eligibility .for a
pension alone undoubtedly had an impact, but it explained only a part

"Special tabulations were made from a 5-year longitudinal study of males
initially aged 43 to 59 being conducted by the Center for Human Resources Re-
search under a grant from the Manpower Administration.
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of the 50-percent differential in voluntary turnover between workers in
covered and uncovered jobs. Aggregate data on quit rates which lump
together covered and uncovered workers, plus females (who are less
likely to be covered or long tenured) and younger workers who are far
less likely to be covered in or affected by retirement plans and far more
likely to change jobs, obviously swamp any retirement plan impact
affecting mainly the older male worker with over 10 years tenure.

Why the li»paet Has Sot Iken Greater

Based on the estimated costs of job changing indicated by the provi-
bions of retirement. plans. one might expeot that their growth and
enrichment over the last deeade would have had a murdi more notice-
able impact on labor mobility than is revealed by the agffregate data.
To sonic extent it is undoubtedly trite that the effect4 was disguised be-
cause tight labor markets increased job opportunities and stimulated
job changing. lint there are other factors related to the retirement sys-
tem alone which may explain its limited impact. For one thing. any

effect incretwed ptad more widespread benefits could
have been balanced by the trend toward earlier vesting and retire-
ment. and by the growth of multiemployer plans with their portability.
In 19Ce2 to 191;, only :)t) percent of covered workers were in pension
plans with vesting provisions, compared with 77 percent in 1969; the
percentage covered 1)v early retirement provisions increased from Ti to
s7 pereent.l.' For plans with vesting. there was some easing of age and
&Trice requirements." Over the same thne. multiemployer plans with
portability rose fmm:! to 3 percent of covered kVOrkt'I'S.'s All if these
(Images could have oft-et some of the neir!tive inmact of higher pen-
sion on lbor mobility. Of course. if tl accepted as an explanation.
continuing trends toward earlier vesting and retirement and increased
portability may also affect to some extent any further impact due to
rising benefits overt he next decade.

The evidence is tenuous, but supportive. During the fifties. when
coverage under pension plans was growing most rapidly, the propor-
tion of workers whose decisions could be affected by these plans also
rose. Over the decade, there was a noticeable decline in labor mobility.
During the sixties. on the other hand, the major thrust was toward
development of existing p'ans rather than growth in coverage; and
job tenure fell while quit rates increased. Job changing may have been
discouraged by the increasing stakes involved, but facilitated by
earlier vesting.

Another important reason why retirement plans may have had little
impact on mobility patterns is that the average worker contemplating
a job change may not be entirely rational. In some cases, he or she
ma be highly dissatisfied and emotional, ready to leave his job "come
hell or high water." More often, he or she may simply fail to realize

"Harry E. Davis and Arnold Strasser, "Private Pension Plans 1960 to 1969:
An Overview." op. eit., p. 46.

"Hankers Trust Co.. 1970 Study of Industrial Retirement Plans. (New 'York:
Bankers Trust Co., 1070), pp. 11-12.

1" Harry E. Davis and Arnold Strasser, "Private Pension Plans 1960 to 1909:
An Overview." op. eit., p. 46.
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the potential loss. There are no good statistics available on the knowl-
edge covered workers may have of pension provisions. but imply may
not realize they are covered or that they will lose pension rights by
moving to another job. Those who do realize that they will lose a
future benefit may have an extremely high personal discount rate on
future income, not caring much whether they get $10 or $100 more a
month 20 or ;to years away.

For the rational worker contemplating a job change, it is also true
that possible pension losses are only one of the factors which must be
considered. Evidence indicates that most voluntary job changers leave
for jobs which they find more satisfactory and more remunerative."
In many cases, these greater satisfactions lend income increments may
exceed the pension losses. A few cents an hour more pay spread over
a number of years can more than make up for the past deferrals of a
few cents an hour which are given up, The important point is that job
changing deeisions involve many factors, and any increase in potential
pension losses will only affect some marginal number of all possible
job einingers where it raises their costs over benefits.

Moreover, pension loss possibilities are an important factor for only
a small proportion of all covered workers who might be considering
job changes. Workers who are already vested have (or at least they
probably feel they have) little to gain by staying with their present
plan if they can transfer into a job with equal benefits. Young workers
nearing vesting age are not too affected because the promised bene-
fits which have accrued are usually small and are payable so far in
the future that they have a very low present value. It is probably only
the workers who are one or two years from reaching the ag: and serv-
ice requirements for early retirement, or else thow near qualifying for
vesting after many years of work, who are significantly influenced by
their ref irement plans. To the extert that pension considerations only
affect workers close to qualification for benefits. they 'nay postpone
rather than deter job changing.

When all these factors are considered, it is understandable why
private retirement plans have not "indentured" the work force. Many
workers are affected to some degree during some periods of their work
lives. but in the aggregate, the impact on labor mobility rates has been
only marginal.

The future is uncertain. There is no way of knowing whether
workers have yet become fully aware of the implications of their re-
tirement plans, or, if not, how soon or whether this will occur. Trends
toward earlier vesting, portability. and early retirement are likely to
continue with or without Federal legislation. and these developments
will net to balance the increasing immobilization which will result from
higher stakes

i

in the retirement package. In general terms, there is little
reason to think that retirement plans will have any dramatically in-
creasing impart on this front. They will augment other factors reduc-
ing labor mobility. but they should continue to be only a minor deter-
minant of whether the economy has an adequate amount of flexibility
to continue its growth.

"Herbert Parnes. et al., The INe T:etirement Years. Manpower Research Mono-
Knuh :Co. 15 (Washitigton : Government Printing Office. lafiR).
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:. PIANS AND IZETIREMENT PATTERNS

An F.arlier Exit

The major purpose of a pension or deferred profit-sharing plan is to
provide for retirement. It is to be expected, therefore, that the major
labor market impact will be on the retirement patterns of covered
workers. The normal retirement age which determines when full bene-
fits are available usually serves as the benchmark of both employers
and employees. The level of benefits, to some extent, influences the
relative attractiveness of continued work at the same job, retirement
from this job with reemployment elsewhere, or complete withdrawal
front the labor force. Ceteris paribus, a higher benefit increases the
attractiveness of the latter two options and encourages retirement from
the covered job at the normal retirement age. With the growth of early
retirement provisions. however, and the increased benefits which they
provide, it becomes increasingly feasible for a minority of workers to
leave before normal retirement. The money may provide a cushion if
retirement is necessary for health or other reasons, or it may actually
provide the incentive or wherewithal to leave a job for leisure or an-
other pursuit. Retirement plans may also have an impact on workers
at or beyond the normal retirement age. who want to continue OIL the
job. since many plans contain mandatory retirement pro; isions re-
quiring the worker to take the pension immediately, forcing an earlier
retirement than might be desired by the employee. In all these ways,
the presence of the pension or deferred profit-sharing plans tend to
lower the age of retirement from covered jobs.

Changes in the provisions of pension and profit-sharing plans should
have augmented this impact. First, early retirement provisions have
spread and become more liberal. Nearly 9 out of 10 workers were in
plans with early retirement provisions in 1969, compared with 3 out
of 4 in 1962 and 1963. In 1969, 75 percent of these workers could
qualify for early retirement at less than age 60, compared with 60 per-
cent in 1962 to 1963.1 According to a survey of the most progressive
plans, there ha: also been a marked trend toward higher early retire-
ment benefits, both absolutely and relative to the benefits at normal
retirement. In 1965, only 17 percent of all collectively bargained na-
tional plans in the Bankers Trust survey paid an early retirement
benefit which was reduced from the normal benefit by less than the
actuarial equivalent: that is, the amount needed to make up for the
higher cost of providing the benefit sooner. By 1970, three-fourths of
these plans paid early retirement benefits with less than the actuarial
equivalent reduction.' In other words, these plans had been changed

' Harry E. Davis and Arnold Strasser, "Private Pension Plans, 1960 to 1969:
an overview, "Monthly Labor Review, July 1970, p. 40.

* Bankers Trust Company, 1911 Study of Industrial Retirement Plans (sew
York : Bankers Trust Co., 1970), P. 14.

(72)
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to make early retirement somewhat more attractive to the employee
relative to normal retirement.

Normal retirement ages under pension plans have also been lowered
significantly (table 24). In 1962 to 1963, only 12 percent of all covered
workers were in plans with a normal retirement age less than 63. By
1969. the proportion had increased to 31 percent. While 65 is still the
most frequent retirement age, 62 has become much more important,
since this is also the qualifying point for reduced social security bene-
fits. An impirtant trend is the increasing proportion of plans with
service only rather than age and service requirements for retirement.
While in many cases the requisite period of service is so long that most
qualifying workers are 65, there are other eases where much younger
workers can retire and receive a full pension immediately.

TABLE 24.Normei retirement ages under pension plans have also been
louyrefl significantly

ketit e t 1962-40 19fit)

No age requirement..
55 and under 60
60 to 62
62 to 64
65
Over 65_

10

88

6
3
8

14
68

sourer: liarry E. Davis and Arn91.1 Atrasser. "Private Pension Plans. 1660-69: An Overview." .4loaady
irti.or Revkw. Volume 93. No. 7. July 1970. P. 46.

Mandatory retirement provisions under pension plans have also
changed, making it somewhat less feasible for covered workers to con-
tinue on their jobs past the normal retirement a'e. Automatic retire-
ment provisions under which workers have to retire at a stipulated'age
have to some extent replaced compulsory provisions which permit the
worker to continue with the employer's permission. In 1903,111dt of all
covered workers were under compulsory provisions, compared with
only 42 percent in 1970. On the other hand, only 19 percent were in
plans with automatic retirement provisions in 1963, compared with
24 percent ir. 1970. Put in another way, 11 percent of covered workers
had to retire without option at age 68 or earlier in 1963, compared with
16 percent in 1970? Overall, the impact of these changes is not highly
significant. The slight shift from compulsory to automatic retirement
provisions may reflect the greater difficulty of administering the for-
mer more than the attempt to phase out workers at an earlier age.

Private retirement plans. and changes in their provisions over the
last decade, have undoubtedly been a factor in the earlier retirement
patterns of older workers and their consequently declining labor force
participation rates. A. worker can retire from a job under a pension or
deferred profit-sharing plan without retiring from the labor force. but
only a minority of retirees in fact seek other work and not all find it,
so that earlier retirement often means earlier withdrawal from the

'The Older American Mrker. op. it.. p. 37: and special tabulations by the
Bureau of Labor Statistics.
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labor force. Though a number of other factors are involved, and are
undoubtedly of more importance than pension or profit-sharing plans
alone, the private retirement system has contributed to the declining
labor force participation rates of older cohorts in the population
(table 25). This has been especially noticeable for males, where the
rate for those 65 and over declined from 40 percent in 195 to 26 per-
cent in 1970. For 55- to 64-year-old males there has been a modest but
still significant decline, from 88 to 82 percent. Among females,
the trend toward earlier withdrawal is not apparent because of rising
labor force participation among women of all ages, though there has
been a modest decline in the rate for women 65 and older. Since males
are most likely to be covered by pension plans, more likely to work at
one job long enough to qualify, and are thus more than twice as likely
to eventually receive a. benefit, retirement plans have a greater impact
on their retirement patterns.' The impact is easier to discern since
most men work or look for work most of their lives until they retire.
while women more frequently enter and leave the labor force. To iso-
late the influence of retirement plans, it is therefore necessary and
probably justified to concentrate attention on the behavior of older

.s. and to assume that generally the same holds for a smaller pro-
pert ion of older females.

TABLE 25.-The private retirement system 1147R contributed to the declining
labor force participation, rateg of older cohorts in the population

Lat. w foe.0 partfritclto.t * 0,4
- -- -

Mule::
45 to 54 .

19$5 194

96. 5 95. R
55 to 64 87.9 86. 8
65 and over 39. 6 33. 1

Females:
45 to 54 43. R 49. 8
55 to 64 32. 5 37. 2
65 and over 10. 6 10. 8

rics I 1'171

I

95. 6
84. 7
27. 9

50.9
4:. I f

10. 0

93. 9
82. 2
25. 5

54. 3
42. 9
9.5

Souree: Manpower Report of ti President. 1911 (Washington: U.S. Government. Ps-Intim! 1101(0. 19421.

For men. retirement usually becomes a consideration in the late
fifties or early sixties. Among those aged 43 to 54. 94 percent were
labor force participants in 1971. compared with 59 percent among
:15 to 59-year-olds and 74 percent among 60- to 64-vear-olds, with a
reduction at 62 when reduced social security benefits become avail-
able.° At nap 65. there is a dramatic decline as workers become quali-
fied for full social security benefits; the participation rate dmps to
30 percent among 65-year-olds.° It then continues to till more slowly
to :19 percent for those aged 63 to 69, and 17 percent for those aged
70 and over.

' Lenore E. Bixby and Virginia Reno, "Second Pensions Among Newly Entitled
Workers : Survey of New Beneficiaries," Social Se(:urity Bulletin, vol. 33, No. 11.
p. 5.

Employment and Earnings, Vol. 18. No. 7. January 1972. p.
The Employment Problems of Older Workers, U.S. Department of Labor.

Bureau of Labor Statistics, Bulletin 1721 (Washington : 1;.14. tlovernmnt Prhst
ing Office, 1071). p. 3.
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Since more than three-fourths of covered workers are in plans with
early retirement minimums under age W. these provisions may have
an inipat on retirement patterns of workers 5 to 6 ?. though not a
major one shile full benefits would be reduced and service would be
limited. providing only a portion of the benefit which would be

reeeived by remaining on the job until normal retirement age or until
age 2. when social security benefits are available to supplement pri-
vate retirement plan payments.

For workers, age 62 to 4, early retirement becomes a much more
realistic alternative. The loss in monthly benefits from accepting a
pension immediately rather than waiting until normal retirement age
may be small. especially where less than the actuarial equivalent is
subtracted from the normal retirement benefit. During this period,
some lime-service workers inay also qualify for benefits under normal
etiremeilt provisions, since ..25 percent of covered workers are in plans
with a normal ire/neat age less than 65. and 6 percent have no
age 1'egnietn1(t.7

The marked decline in labor force participation at age (i5 is cer-
tainly intlavned by the feet that this is the most frequent normal
retirement age in private plans. Roughly 7 out of 10 pension-covered
workers qualify for the normal benefits at this age.s Some of these
will voluntarily retire, but others will be forced out of their jobs,
sinee percela are covered by compulsory retirement. provisions,
and pwent by automatic retimment provisions which take effect
at this tim.'.

For still older workers. compulsory and automatic retirement pro-
visions will have an impact on the continued labor force participation
rates in covered employment. But in the aggregate. other factors will
probably predominate .since 3 percent of the working males age 65
anti over are in part-time jobs." 36 percent.are self-employed," and
many have moved into the types of jobs available to older workers
which are usually not covered by pension plans.

Private retirement plans and other provisions are only one of the
factors governing the retirement decision at each of these junctures.
Obviously. the qualification for reduced social security benefits at age
6:: and full benefits at age 65 are even more important, since these
affect more workers and since even for covered workers social security
benefits are often larger than the available pension or profit-..,haring
annitity.1;: Health. job discontinuance, family responsibilities, and a
number of other factors are also important at different stages." The
difficulty is to isolate tile separate influence of private retirement plans.

' Flurry avi4 and Arnold Strasser, "Private Pension Plans, 1900 to lta :
f ,vervi4.w.- cit.. p. 49.

" Ibid.
° Data prnvided through a special tabulation by the Bureau of Labor Statistics.
"Manpower Report of the President, 1972 (Washington: U.S. Government

Printing Office. p. 191.
Patienre Lauriat and William Rabin. "Mer Who Claim Benefits Before Age

us." sfwial steurit Bulletin, Nov. 1970, p. 20.
13 Walter W. Kolpdrubetz. "Private and Public Retirement Pensions: findings

Prim' the 1905 Survey of the Aged." Social Security Bulletin, vro. :13, No. 9,
Sept. 1970. p. 15.

13A. Z. Jaffe. "The Retirement Dilemma," Industrial Gerontriopy, No. 14, su-
mer 1972. pp. 15-25.
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ing at precisely the expected am. Nrost of those planning later retire-
ment had also retired before age 35.19 Tais suggests that when early
retirement benefits arc lucrative, many of those who think they will
continue workinn. change their minds` health deteriorates or prob-
lems occur on the job. Retirement expectation studies may, therefore.
understate the influence of early retirement Meow.

A comprehensive longitudinal survey of males in their "pre-retire-
ment years." initially 45 to 59. considered a variety of factors which
might. influence the expectation to retire early." These included:
financial need. resources in the absence of work. health, occupation.
edueation, commitment to work. r:titudes toward work. Me, and
cover:toy by a p' sign plan. A stepwise regressic r of these variables
found that the :Ingle most important factor governing early retire-
ment, exp ,t.u..ms was pension coverage. Overall. 33 percent of the
covered males expected to retire early. compared with only 1-7 percent
of those not covered by pension plans. Length of service under
covered pla ns. which usually determines qualification for early retire-
ment. was also a significant variable, with 39 percent of covered
workers with 15 or more years of service planning to retire early
compared with 6 percent of those with less. A final significant vari-
able was whtber the worker was in the public or private sector;
under more lucrative government retirement plans. 3 percent of long-
tenure workers expected to retire early compared with 36 percent of
those in the private sector.2° Clearly, the availability of an early
retirement pension. especially the lucrative one which usually covers
government worker,, is a major factor in the voluntary decision to
retire ea rly.

The critical issue. however, is the extent to which present and fu-
ture trends in private pension an profit-sharing plans permitting or
encouraging earlier retirement _11 incrementally affect retirement
patterns. It must first be determined how changes have affected covered
workers, and then their impact must be estimated on the retirement
patterns of the entire work force.

Ideally, one would like to know how much each dollar in retirement
income increases the propensity and ability to retire early. No time
series data are available to get even a crude estimate of this relation-
ship. and there are staggering conceptual problems since only real
income gains should be considered, and perhaps only in relation to
pro- retirement income, and since the marginal relationship may be
different at varying income levels. To get a sense of magnitude, low-
ve. some e,timates can be made from the cross-sectional data in
chart 2.

Median social security benefits for male retire's and registrants for
social security Hord 4i? to GI in 1949 were S1.300." At this level. only
35 percent of those leaving the work force hr' -1-me so voluntarily. An
additional tzho, al provided by a private retirement benefit would raise

"Richard Barfield. The Automobile Workers and Retirement: A Second Look
(Ann Arbor: Institute for Social Research, University of Michigan, 1970). p. 49.

" iletbert S. Panes and Gilbert Neste]. Retirement Ezpeetations of Middle-
Aged Yen (Columbus. Ohio: Ohio State University, 1972).

" MK. p. 30.
al Patience Lanrilt and Williint nIbtn. "Mon who Claim Benefit.: Beiere Age

65," op. cit., p. 17.
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income to S.2.3( to. antl at this level. 4(i percent of those retiring hail
chosen to do so. If it is assumed that the likelihood of leaving the labor
forte for health reasons or job discontinuance is the same among those
with tt 1 rut irement benefit for those with $1.300. the rising propor-
t ion ',f voluntary retirees wonbi mean that the number of early retir-
ees increased by two-thids with the i41,004V.Xtra 111101111`. TiliS ol vi-
oudy. an ext remely crude estimate: there is no assurance that the like-
lihood of lwalt h problems Or job discontinuance is constant. over this
amze, or t tint cro-sse,t Iona' data can lie applied to predict responses
over t NtNert heless. t his (rives some idea of scale. Even if pension
plans expatni /wily worCers with an extra $1.600 annual retire-
ment income. there will be something in the magnitude of a two-
t hinds i,,rea,:i in early ret irement. since the average .private retire-
ment I+. netit in laid W:IS only :;:i.:010 sit e the early ref in.ment benefit
is usually less than the normal retirement benefit. and shwe improve -
HI' ins overt Mile must be reduced to the extent of rising costs. the agirre-
gate impaee Of- rising early retirement benefit levels over the last
clef -title tin the early retirement patterns of covered workers cannot have
been niassive.

I )espite these rising, benefit levels, there is still a long way to go be-
fore the average early retirement provisions in pension or deferred
profit-sharing plans provide a realistic income alternative to work.
Estimates for a sample of 10 plans with early retirement provisions
suggest that the Monthly early retirement benefit is significantly less
than the normal retirement benefit, and it replaces only a small percent-
age of earnings (table 2(). Among the 10 plans. three do not permit
early retirement at 56, two at 58, and one at 60. For a worker who would
have 2:; rears of service and X6.600 career average earnings if continu-
ing work to age 65, the benefit available (in those plans permitting re-
tirement) at 6.5R. and 60. is only $61. $9. and $10S respectively. Put
in another way. the worker retiring at it.re 56 gets only 11 pert emit of
his average monthly earnings over t!. previous 5 years. or 30 percent
of the benefit which would be receiver. by remaining until regular re-
tirement. Even at age 62. the replacement rate of average earnings is
only 18 percent. and the monthly benefit is less than three-fourths of
what would he reeeiv: by remaining on the job another 3 years.
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The autoworkers' retirement plans and their early retirement rat -
terns are obviously atypical, and it is misleading to draw any -,zgre-
gate conclusions from their experience. For one thing. the propensity
to retire from assembly-line jobs is higher than in white collar em-
plovment.22 The same anomie which is manifest in excessive absentee-
ism. rising quit rates. and sometimes shoddy workmanship among blue
collar workers, is also reflected in the desire to get out as quickly as
pos-ible.23 In particular, the study of early retirees under the auto
plans snexests that problems in the industry arising from intergenera-
tional and interracial conflicts may have induced some workers to
retire."

Another reason for the high rate of retirement noted under the
General Motors plan is that changes in 1965 and 1971 not only raised
the early retirement benefit, but they extended it to workers at a
younger nee. For instance, in 1971, workers with 30 years of service
who were 8 rather than (O, were allowed to retire and receive an
unreduced benefit. There were a number of workers with qualifying

ie _red 5i: to Go who might have wanted to retire but could not
previously: entre they retired under the new provisions, the proportion
of work( rs with the requisite service choosing early retirement could be
expected to level off. Put in another way, the short-run reaction to
retirement p:an changes probably overstates the long-run impact.

But this does not deny that if workers in other industries were
offered the .:ame $500 monthly pension available to automobile workers,
those with (1 years of service and age 58 would be much more likely
to retire early. The fact is that there are few workers this age with
such extensi -0 service, and little likelihood that such lucrative benefit
for early retirement will become widespread. The estimated cost of
pension plan premiums and payments in all manufacturing industries
in 1970 was 19 cents per payroll-hour." The UAW estimates that the
extra costs of its 1971 settlement were 7 cents per payroll-hour, with
some analysts projecting a 12- to 13-cent-per-hour increase." Put in
another way. the cents per hour increase in contributions under Gen-
eral Motors' plan was nearly as much as the average paid under all
other manufacturing plans. In the coming years. other industries may
improve their early retirement provisions. but they also have a lot of
catching up to do in their normal retirement, disability, resting. and
other provisions, so that improvements will not be concentrated solely
in the early retirement area.

Even if the 30-and-out provisions became universal in private Ten-
sion plans, itt could affect only the minority of all workers who are
long-tenured. According to social security data covering new regis-
trants in 1969-70, 46 percent of males aged C2 to 65 had worked 25
years or more at a single private sector job, and only 32 percent in one

A. J. Titre, -The Retirement Dilemma." op. cit., p. 30.
" Herbert S. Parnes. et al.. The Pre-Retirement Years, vol. 1. Manpower Re-

sareh Monograph No. 15 (Washington : Government Printing Mee. 1970).
pp. 203-230.

"Milord E. Barfield, The Automobile Workers and Retirement: A Reeond
Look. np. Mt.

"Employee rompensation Reached $4.54 an Hour in 1970," news release by
Bureau of Labor Sul tistles. Nov. 23. 1911.

" "The Early Retirement Time Bomb," op. cit., p. 22.
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with a retirement plan. Only 17 percent of women the same age had
worked in a single job this long, and only ft percent in one which was

,:erect. Among this minority of all older workers who might be af-
fected by a 311 -and-out provision, some proportion would retire early
anyway, bemuse of health problems. layoffs. or personal desires: others
would not want to retire early even if they could." Hence, even if all
owin and profit-sharing plans had liberal early retirement paral-
leling those in the automotive industry. only a minority of 62- t ) 64-
year -old workers would be able or would want to retire early because
of available benefits. There is however, a h eg way to go before the
average pen-ion plan matches those in the automobile industry.

Normal and Mandatory 1 thylnent

The najor impact of pension plans is among workers reaching the
normal retirement age, usually 6, and among the somewhat older
workers who continue on their jobs until reaching the mandatory re-
tirement age. The income from the private retirement plan, combined
with social seenrity, alleviates the stark choice between penury and
continued work. giving the individual more freedom of choice. On the
other hand, the pension may also provide an excuse or means for
the toplo t et to phase out older workers. even though thus individuals
may want to oontinue working.

Among 6 -year-olds registering for social security between July
190s and June 1970. 72 percent of the men who were receiving a pri-
vate pension were not employed. compared with 17 percent o: those
not wceiving a pension. Among women, the 80 percent of recipients
compared with the 25 percent of nonrecipients were not employed."
Pensioners were less likely to have been driven by economic necessity
to iind part-time work after retirement. but they were also more likely
to have been involuntarily retired from tl_eir last job. For instance.
among (15-year-old male pension beneficiaries who were not employed
in July-December 1068, the major reason for leaving the last job wile
mandatory ret irement nonrecipients more often left because of health
or j(1I discontinuance (table 27). And though two-fifths of all manda-
tory retirees reported that they wanted to quit working, three-fifths
would have liked to continue." The uncovered worker who has no
choice but to continue working is not likely to feel sorry for the pen-
-in recipient who was involuntarily retired from his or her job but
who had enough income to stay out of the labor force. Nevertheless,
mandatory retirement is a concern to the older worker wl J would
like to continue working on the covered job.

Though some establishments without retirement plans may have
compulsory or automatic retirement provisions, and establishments
play also have strictly enforced age policies even if these are not articu-
lated. formal requirements are usually a part of the pension or profit-

2? Walter Kolndrnbetz. "Characteristic of Workers With Pension Cover-
age in 1.00 .st Job: New Beneficiaries." Social Security Bulletin. Volume 34,
Number 1! Sovember 1971. p. 14.

Ler r" Bixby and Virginia Rptlf P. -speone Pensions Among Newly En-
titled Workers: Survey of New Beneficiaries." Social Security Bulletin, Volume

Nutots.r 11. November 1971. p. 7.
21. Virginia Reno. -Why Men Stop Working At or Before Age O. op. cit.. p. 29.
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this sense, the availability of the pension or profit-sharing, plan may
permit employers to do what they want, but it is only the duex ex
machinn. At little or no cost to employers, flexible retirement provi-
sions could be added to private retirement plans. On the other hand,
this might be antithetical to the basic purpose of the plan, that is. to
help ease aut older workers.

1.),-t;t:Ifg From Work and Not Just a Job

The lai)o market impact of the trends toward eviller retirement
from job: eoepreti by pension anal profit-sharing plans depends on
whether the early retirees leave the labor force or look for other
jobs to supplentont their retirement incomes. Assuming that the will-
inone,s. %eil; is a function. :mimi, other factors, of the wage or
salary \Odell eonhl earned by continuing work and the retirement
income which would be reeeived by retiring, and also assuming that
lei,,orc is ,ferred to work. hihor force participation can be expected
to fall wit), inerasing roirement benefits and involuntary termina-
ti, n fr lobs which plovide a higher wage or salary than een be
ea elsewhere.

I ):tht tm 116111:11.y retirees ..ho can leave after 20 years of service
reveal the importance of the level of retirement income in determining
the prol,:thility of reemployment (table 28). The elasticity of labor
force participation that is. the percent the labor force participation
rate fails with each percent increase in retirement income) is especially
hip..? %limn less educated older workers. as might be expected te,,rn
the fNet that what they can earn from reemployment, that is, what
they mu-4- fo;.pi if they opt for leisure. is less. As an example. there
is a peiet decline in the labor force participation of 55 to 64-
year-old ex-servicemen with a high school education for each 1 per-
vent increase in retirement income. If retirement benefits are doubled,
the labor force participation rate of recipients can be expected to
fall by two-ti fths. For the less than high school graduates in the
same age group. there is a three-fifths decline in participation rates
when benefits are doubled. With increasing age., the elasticity of labor
force participation increases. which indicates a decline in both the
desire r., l ability to work and the level of income which can be
earned. for the (L aril over cohort with just a high school education.
t tt. ,,i la!:or force part ieipat ion worth' fall to zero: in other words,
nolxiy v-uld seek work, if the elasticities held up over this income
ranLre.

There is no reason to believe that military retirees are any different
than other moviduals with the same age, education, and retirement
benefits. so that as retirement benefits increase, the proportion of recip-
tent,: who rvomployment will fall. The impart will he greatest
in cast's of unskilled or selectively skilled workers who cannot find
well-paying jobs. and the impact will also be greater among the older
cohort

Whatever the exact relationship between increased benefits and fall-
ing labor force participation. it is cicar that those who receive a private
retirement annuity are much less likely to work than those who do not.
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TABLE 28.Data illilary retirees irli can !tare any time' after' 20
yam: of ad ?Tiff reel ell the' lief of the keel of re foment
(avant? ,n determining the probability of reemployment

Levc1 of sclioql cotupleteti owl age EstImatt41elastkity

Less than 8 years:
33 to 44 years 0. 036
5 to 34 years . 112
55 to 64 years . 579
63 years or more 1. 691

9 to 11 rears:
35 to 44 years . 035
45 to 54 years 074
55 to 64 years . 493
65 years or More 1. 616

12 rears:
35 to 44 years . 023
45 to 54 year, 063
53 to 64 years . 390
6) rears or more 1. 456

1:1 to 15 years:
35 to 41 years . 043
45 to 54 years . 065
55 to 64 years 3s5
65 years or more 1.4'20

16 years:
35 to 44 years . 081
45 to 34 years lOs
55 to 64 years . 531
65 year, or more 1. 477

17 years or more:
35 to 41 years os7
43 to 51 years 0:43

35 to 64 years . 404
65 year, id more 1.223

Source: Bette Niahnney awl Alan E. Fecliter. Tlie Economics of Military Ret'rement." in Old Age
Ineume Aseurn.sc.. Pqrt It papers submitted to Subcommittee on Pineal Policy. .1 MA Economic Com-
mittee (Washington: U.S. tlovernment Printing °ince. PAM. p.

A Mong 62- to 6:p-scar-old social security regist tint.i bet ween July 196s
and .Tune 1970. only ?,0 p..Teent of males who were receiving private
pensions were employed currently, compared with 66 percent of non-
recipients. For females, 44 percent of nonrecipients, but only 16 per-
cent of recipients were working.33 In part, this differential reflects the
fact that low-wage workers usually not covered by private pension
plans register for early social security benefits to supplement low
wages. and in part it reflects the fact that the self-employed who are
most likely to continue working are the least likely to be coveree by
pensions. More important, however. is the fact that the income private
plans provide in addition to social security reduces the necessity to
work.

The same holds true for older persons. The 196 survey of the aged
(i.e.. all persons 65 and over) found that among married couples who
received both OASI)I and private pensions, 31 percent. reported some

'Lenore E. Bixby and Virginia Reno. "Second Pensions Among Newly Entitled
Workers: Survey of New Beneficiaries," op. cit., p. 0.

-7
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earnings in the previous year, compared with 40 percent of those re-
ceiving social security alone and 80 percent of those receiving no retire-
ment benefits. Among nonmarried males, the proportions were 13, 30,
and 91 percent, respectively; among nonmarried females they were 7,
16, and 14 percent, respectively. Where it) percent of the income of
male recipients of both OASDI and private pensions conies from other
sources including wages and salaries, '-hese sources amount for 48 per-
cent of the income of older persons j 'iving OASI)I alone. Clearly
then, as an increasing proportion of all workers qualify for normal
retirement benefits, the labor force participation rate w4.11 fall 34

An important question is whether the small but growing proportion
of workers in their late fifties and early sixties who choose volun-
tarily to retire early will seek reemployment. ITere, the evidence indi-
cates that only a minority will move into other jobs. For instance,
:mow, 914 a otomol)ile workers who were followed up between 1968-
8T and 1969-TO and were aged 5s to 61 in the initial survey. two - thirds
had taken the option of early retirement. Of these. only two had re-
turned to other jobs."' Similarly, a study of 450 voluntarily early re-
tirees from a Petroleum refinery. who ranged from age to ut. found
that less than one-third sounbt to return to the labor force." A more
comprehensive 194N survey of over a thousand early retirees in a
variety of industries fount i that only 26 percent of them worked full
or part-tinue manpared with 17 percent of older. regular retirees." A
longitudinal Survey of workers ;lord 45 to revealed that those who
planned to retire early from their current job were no more likely to
want to return to work than those who planned to retire later."

In some eases early retirees may be deterred from future jobseek-
ir 7, by reemployment restrictions. This was certainly the ease in the
nutt..notive plans: workers are prohibited from finding another job
with a competitor. and their pension benefits are subject to the slime
earnings test and incremental reduction as under social .ecurity. This
mploubtedly accounts for the small proportion who return to work.
Overall. however, reemployment restrictions affect only a minority
of early retirees. usually limiting jobs only in the MIMI, industry
(table 29). The more likely explanation of the low rates of labor force
participation is that workers either retire early because of nenith or
other problems which rule out further work. or they want to retire e-
cause the benefit is attractive enough to support them in leisure. Few
who qualify for early retirement benefits arc apparently willing to give
up their seniority and pay to get a benefit if they then have to seek
work to maintain a reasonable standard of living and few can exeeed
their pay by adding their benefit to earnings from secondary jobs.

" Walter W. Koiodruhetz. "Private and Public Retirement Pensions: Findings
From the 10t1s Survey of the Aged." or,. Mt., pp. 18-48.

°° Richard 1.1 Itartield, The Automobile Workers and Retirement: Serond
Look. op. cit.

"Min 1'. Owen and L. 1). Rclzuny. "Consequences of Voluntary Early Retire-
ment : A Case Study of a New Labour Force Phenomenon." abstract in Indus-
trial (*Irmo/awn/. ',ism) So. 4. Winter 1070. p. 30.

a7 Mark R. Greene. et al.. Rarly Retirement: A Surrey of Company Polieirs and
Retirees' Expr rioter (Eliaptie. Oregon : Ttniverrity of Oregon. 19(10). p. tr.

llertart S. Pnrneg and Gilbert Ne4tel. Retirement Roretatfens of Middle-
Aged 3k,,, op. cit., p. 6.
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TABLE 29.-eemplmment restrictions affect only a minority of early
retirees, usually limiting jobs only in. the same industry

Reemployment restriction

Percent of workers in survey subject to
reetntsloyinent restrictions on curly
v111%11101*,

Salaried Hourly

Employer has sonic type of reemployment
restriction 45 44

Types of reemployment restrictions (some use
more than one):

Reemployment by company priatibit ed. _ . (10 34
'Reemployment by competition prohibited. 36 22
Reemployment prohibited by union rules__ 9 7
Other reemployment restrictions 20 21

S(naree: Mark R. tireelle. et ni.. Party Rf firemen!: .4 Surrey of Company Policies and Alin-ea Lip-rime
(Eugene. Oregon: University or Oregon. 196.J). p.

The private re! irement system, therefore, has a definite impact on
participation patterns. For workers aged 65 8,A over, pen-zion and
profit - sharing plans will contribute to some further reduction in labor
force participation as benefits become more attractive, but more sig-
nifi,santly as a larzer proportion of workers become eligible for nor-
mal retirement benefits. As noted previously, the proportion of new
retirees r .ot`iVill!r private bettefi=s iti ilivrtst1S111.ir. It is. therefore, to be
expeeted that the trend of declining labor force participation among
those over the normal retirement age will continue. The total depends
on chwres in the demand for older workers and on other factors such
is S0411 leVV18. The Bureau of Labor Statistics projects a
substantial decline over the decade in the labor form participation
rate of the 5- to 69-year-old cohort : this is certainly not overstated
in light of retirement plan developments (table 30).

TABLE 30.-The Bureau of Labor Statistics projects a substantial
decline orer the &code in the labor force participation rate of the 85 to
0.9 age cohort

S% and age of worker i 1960 1964 1975 1980 1985

Men:
53 to 59 89. 9 88. 5 87.5 87. 1 86. 8
60 to 64 79. 5 75. S 72. 6 72. 8 72. 5
65 and over 32. 2 26. 3 23. 1 22.0 21. 1
6:1 to 69 45. 8 42. 1 37. 6 36.0 33.2
70 and over 23. 5 17. 1 14. 3 13. 3 12. 7

Women:
55 to 59 41.7 47.4 50. 6 51.6 51. 8
60 to 64 31. 0 35. 6 37.2 38.0 38. 2
65 and over 10. 5 9. 1 8.8 8. 7 8. 5
65 to 69 17. 3 16. 7 16. 4 16. 1 16.0
70 and over. 6.5 5. 4 5.0 4.9 4. 8

Mum: Sophie C. Travis, "The V 5. labor foree: proJeeti.nis to 1985." Monthly Labor Rerktr. vol. 93, No.
5. May 1971. p. 4.
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reo.iSt rants ill 'INN :110 19( !). iitartvlit Of males and 11 'remit of
females had just retired from covered jobs Wide]] WPre their longest.
and an adtliti,aml 11 awl 7 pereent. respectively. were still employed
in such jobs. 2 As indicated previously, almost all of these workers
qualified for a, benefit, and the timing of their retirement was influ-
eneed by the provisions of their plans and the application of these
provisions. If it is assumed that 31 percent of all 60 to 64-year-op
working males and 21 percent of all working females are employed in
covered jobs. there would be at least a million 60 to 64-year-old
workers m the conditional retirement range. If the percentages still
employed in covered jobs were applied to the 65 and over working
population. another 300,000 older workers would be included. These
estimates can only be suggestive, since there may be many older
workers who :'re covered by pensions who are not currently in their
longest jobs: but they do indicate that the pool of potential retirees
is not insignificant in size.

Another way to estimate the total number of workers who are
for early or normal retirement is to look at the actuarial reports

of pension plans Since tie level of contributions depends on the age
and serviee of the covered work force, reports usually
contain data on these Unfortunately, few of these are
available pnblily beraive they are not required under the terms of the
Welfare and Pension Plans Disclosure Art. But analysis of seven
large plans whieh voluntarily included 1970-71 actuarial reports sug-
gests 1 hat the' t is wide l arid ion in the percent a're of covered workers
eligible for early retimment. while the proportion of those who have
passed norm .1 retirement ave is in 1004 cases ( table 31). If all
workers qualifying. fer early retirement Nvere included in the condi-
tional retlEPillettt 11111g,V, the total number would be larger than if, as
preVi011tzly PAtillInted, only workers 00 and over were included. On the
assumition that 15 p.reent of rovered workers are eligible for early or
normal retirement a: in the seven plans there would be more than 4
million workers in the rondi'ional retirement rallfry. ITowever, there
may be some doubt whether the minimum early retirement age pro-
vides any meaningful option for employees, since. as indicated pre-
viously, early retirement benefits are usually limited. As an illustra-
tion, a worker miller the 11171) lIcDonnell-Douglawillachinists plan
could retire at :qv 5 with 1(1 years Of service with benefits redneed
aetuarily from age (1 The benefit efleetire December MO was $0.;25
per month for each year of servie.3 Retiring at the minimum early re-
tirement age and service would yield an income of only $40.00 monthly.
Vnless laid nit or under extreme pressure from the employer, the 55-
year-old worker would he unlikely to choose this early retirement op-
tion. On the other hand. the (10-year-old xvorker with 1 years of serv-
ice would get a lament of roughly $t45,o() immediately; he or she might
be willing to retire on this amount if employer or union pressure made
continued work unpleasant.

"Lenore E. Bixby and Virginia Rena, "Second Pensions Among Newly Entitled
Workersi." Sreurilp Bulb-11a. Noezniter 11171. VIII. 34, N.,. 11. sip. 10.::1.

blyrst fpf S /rfill I's issims Marv. /974 pdirf,n. DPIN1 1'1 II14'Ilt ef Castor
Washington: t:nrerlitnent Printing (am 1971t. p. 13.



TABLE 31. j/uii ;.; trU i'r;h ;1/ thc pueeer ht roc( o (/ work( rs
th:fibk early rf t;rt MU II whdr the 1 1 :m.1;0n tr o Itoe posol
normal It ht.( no III age ig moll in nto.vt rages

l'cetit 4.11:11)k for

act Iretticid plait
ratty rat It-en:cot

i

Melba Plan 1. , 7
,Alma Plan 11 It;

Sort:Ill retirement Varly ur nortmil
ralreilient

1 8
17

Fin.st one Tin. and Rubber_ _ ..:! 12
1111:W--11..nrIv_ 7 2 9
1)ow Chmieai..

i
4 24

M301110,1.4 Pattern Plans 19 21
J411111,4 .Nlanvillo Cpr.. 17 1 18
Avrag 14 1 15

Source: Actuarial rt port.: on Me along with Nan? and Pens on Plan 1)1slosure Act reports.

Thought there is no exact. definition of the comfit ional retirement
rate e, anti tlimigli it is to measure the number of 'workers in
eluded in any a it vary detinit ion. it mmains a fact that there is a large
and growing number of workers for whom retirement is a viable
option, au.' for whom the I lining 15 dependent, ill part, On economic

;11(1:A111S as they affect attitudes of employers, coworkers, and the
%corker himself. Est imates vary, but there are probably it million
%vokers who eouhl retire from their current job cushioned by private
Pensions and social seourity, and who would lose only a small percent-

of potential monthly I'm ',villein benefits. There are some millions
mole who could tutu to their pension for economic relief if they were
laid off from t heir job in a slack labor market.

Pressure to Reile

When and, why these workers (Taxis' to retire, or more exin
whether the aggregate employment situation a fleets their derision, is
dilliult to :11I$ 't1' itl any exact way. Time is some evidence that pres-
sm... from %vithin the work fame can push older employees into earlier
rt4 irement. A study of the retirement rates of workers in 55 industries

i.e., thtt prnnort ion of men aged 45 to 64 in these industries in 1950 who
retired by 19rit , found t hat one of t he major explanations of variance
way the ratio of thiough .14-year-olds to 5- through (4-year-olds:
t he 1. -2:er the proportion of middle-aged men in an industry's work
for,. , the more likely that its older workers would retire. After age 40
to 4: preinot ions anti increased earnings depend to a large
extent upon :lie number of job vacancies opened by retirement ; mid-
dle-aged workers, therefore, apparently pressure those above them to
retire earl ipr.'

It is less clear that the threat of layoff generates the same pressure
on older %vorkers. A survey of 200 firms in 1908 found that employers
rarely rowidered or used their retirement plans as management tools,

.1. .1. Jaffe. -lite Iletireinent ilema," Industrial Gerontology, No. 14, sum-
mer 1972, I). 27.
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twit her (metal rarit ig nor discouraging early eet fret mint. A sister survey
Nvorkers ee ho had chosen early retirement suggested that neither VIII-

players, unions. nor coworkers exerted much pressure ( table :12). Of
course, this neutrality might he expected in the tight labor market of

(*.s when employers experieneed hd)or shortages and could not easily
find younger workers to replace older employees. and when unions
and coworkers felt no threat of job loss.

TABLE 32. 196S surrey of works r:; who had chosen to retire early
suggested that neither employers, nn;ons, nor coworkers exerted much,
pressure

tin preent)

Question for employee
Eneouroosi iiiseourageti

Neither or no
response

"flow did the union feel about
your decision to retire?"_..... 14 4 82

"How did your coworkers feel
about your derision to re-
t ire ?" 28 18 44

"flow did the company feel
about your deci ton to re-
t ire?" 15 20 65

Source: Mork Greene. (-t :II., Early RiVrinee .4 Surrey of Company Policies and Retirees' Experience
(rug n.. ongori: University of Oregon. 1:0). pp. 32 33.

A follownp survey of exeeutives of lustre retail firms, ;2e) of hanks.
and ..20 of maim faeturing companies attempted to determine the im-
pact of the recession on employer policies vis-a-vis older workers. For
these firms 12 percent reported that some older employees had been
laid off or retired early. One company reported tougher screening of
older employees who were not productive, two reported rai-ing bene-
fits so that workers could retire earlier, and two wanted to but were
unable to afford raising benefits. When asked specifically if they would
try to get rid of as many older employees as possible if they had to
reduce their work force by io percent in a severe recession, only one
firm specifieally declared that it would but only one declared that it
definitely would wits While it may be true that manpower policies
are determined below the executive level, with pressure from super-
visors or from coworkers, management's acceptance of retirement
plans as a work force reducing mechanism is apparently not wide-
spread.

The Experienee Under Pension Plans

If older workers are pushed into retirement when jobs become scarce,
the number of retirees in covered firms should rise when employment
falls. One way to test the actual experience of firms over the last few
years is to look at their annual financial reports filed under the Wel-
fare and Pension Plans Disclosure Act which indicate the number of
active and retired workers. Using active covered workers as a proxy

a rnpublished survey data provided by Charles Pyron and Vincent Marion,
College of Business Administration, University of Oregon.
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for employment it gf the largest plans which experienced fluctua-
tions in employment over the last 6 years, there is evidence that in some
eases the number of retirees increased most rapidly in periods when
employment was stagnant or declining (table 33). As an example, the
number of workers m the Alcoa hourly plan declined by 4.3 percent
between 1966 and 1967, while the number of retired workers rose by
11.3 percent: similarly, between 1969 and 1970, active workers fell by
3 percent. and retirees increased by 6.6 percent. In the 1961 to 1965
period when employment fell only slightly, and in the 1968 to 1969
period when it rose, the increase in retirees was much less. There are
some .plans such as Youngstown Sheet and Tube where the exact
opposite pattern emerges, and in most eases the correlations between
the changes are weak or inconclusive. Nevertheless, it does appear that
to some limited extent the retirement of older workers may be used to
absorb a portion of any cutbacks in employment.

97-408--73---13
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The can of S ree;01 t'vrly lletin went

Of particulor interest is the use of special early retirement
lbaiglily 17 percent of all covered workers are subject to sud,

Trovi,ions
which offer immediate benefits to those who are laid off.

he age and service requirements are usually less stringent than for
early retirement. Among workers under such provisions in 1969. 95
percent were eligible at age 55 or earlier. 37 percent needing 10 years
service or less, 24 percent needing 15, end 34 percent needing 20.e As
an example. the Ford fotor Company plan in effect in 1970. required
IA years of servioe and are (19 for early retirement at the employee's
option but in the case of employer initiated layoffs, workers awed
55 with 10 years of service were eligible. The special early retirement
beni.fit would usually exceed that for regular early retirement: it
equalled the normal benefit plus Q6 for each year of service, paid until
qualification for full social security.*

While a primary parpo.e of the special early retirement benefit is
to 11,1414 the long - service em loyee against layoffs. there is a very
f.r.( nificnT1 why enolloyers might be reluctant to il.e this mechanism
to redneck the Give of their work force: special early retirement is very
en4IF. A benefit usually larger than the normal retirement amount
ninst be provided for more years, while contributions or wage defer-
rals to pur for it eeriest be made over fewer years of work life for
(01 ;1),...inl early retiree. Tn individual cases where unproductive
older employee; can he replaced by more productive younger ones.
the ens intv be inAtified. But the approach i: less effective as a totd
to crlshion large-scale layoffs, when productive as well as unproductive
older workers are terminated, and when financial conditions are usu-
ally strained.

Experience with special early retirement provisions in the "Rig
Three" automotive companies suggests that this mechanism is used
sparingly, and, if anything. the number of special early retirees de-
clines rather than increases when employment is cut back (table 341.
Between 1969 and 1970. total employment in the Rig Three fell from
1.485.000 to 1.n56.999: the number of special early retirees also de-
clined from 1.375 to 1.017. Tn 1971. employment increased to 1.434.000
and so did the number of special early retirees, to 1.472. In general.
the automotive companies were more likely to lay °if workers through
special early retirement. when business was good and they could af-
ford it. Whether other industries with special early retirement. provi-
sions act in the same way is unknown, but it is doubtful that these pro-
visions play an important countercyclical function.

'Tarry E. Davis and Arno' 4trasser. "Private Pension Plans 1960 to 1961):
An Overview." nonthip Labor Review, July 1970, p. 46, and table 21.

Digest of Selected Pesetas Plow, 1970 lIdttlooto p. dt, 14 a
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The Aggregate Impact.

While normal and early retirement provisions are used, in some
cases, to cushion layoffs and in other cases to stimulate retirement,
the aggregate impact was apparently modest during the 1969 to 1971
recession. The average number of workers 60 and over who left the
labor force in the previous year because of retirement increased from
540,000 in 1968 to 568,000 in 1969, 615,000 in 1970, and 674,000 in 1971.
The rise between 19e8 and 1969 was 5 percent; between 1970 and 1971
it was 10 percent.*

Looking only at covered workers, there was an apparent acceleration
in the growth of beneficiaries in 1970: if the number had increased
at the same rate as during the 1965 to 1969 period, there would have
been only 4.5 million beneficiaries at the end of 1970 instead of 4.75
million (chart 3). Changes in the trend also occurred in 1954 and 1964,
years of slack demand, but there is no way to know whether pressure
from other workers or employers causing earlier retirements was the
reason for the jump in 1970.

From this limited aggregate data, it seems that the counter-cyclical
impact of retirement plans is minor. As a best guess, perhaps 50000 to
100.000 workers retired under pension and profit-sharing plans during
the 1969 to 1971 recession who would lure normally continued longer
in their jobs, and a portion of these left the work force altogether.

CHART 3.There was an apparent acceleration in the growth of bene-
ficiaries in 1970: if the number had increased at the same rate as
during the 1965-69 period, there would have been only 4.5 million
at the end of 1970 instead of 4.75 million.

5.

4. 0

3.0

2. 0

4.0

.3 250,000

1

1905 1966 1967 19168 1969 1970

Source: Walter W. Kolodrubetz, "Two Decades of Employee Benefit Plana,
1950-70: A Review." Social Security Bulletin, vol. 35, 4No. 4, April 1972. p. 20.

Employment and Earninge, vols. 16-19. No. T. Table A-88.



7. THE IMPACT ON JOB OPPORTUNITIES FOR OLDER WORKERS

Retirement Plans and Hiring Decisions

In a number of indirect as well as direct ways, retirement plans may
discourage employers from hiring older workers. Employers who are
making substantial contributions each year, as well as bargaining over
plan provisions. may be much more conscious of age factors than those
who do no more than pay social security payroll taxes. If covered firms
have initiated the pensions or profit-sharing plan as a way of phasing
out older workers, they are unlikely to be hiring those in their pre-
retirement years. If they look at the pension as a reward for long serv-
ice. they may be unwilling to hire those who can work only a short
period before they retire. If they have been pushed into establishing
lower early and normal retirement dates, they may be reluctant to hire
any but the youngest workers who will have long periods of service
before qua i tying for benefits. These business outlooks and attitudes
are difficult to IDPIISUE.,, since they are indirect and amorphous. Two
factors. however. can be more directly quantified: First, the service
and other conditions of a retirement plan may mean that if older
worker,. are hired, they will not be able to qualify for a pension by
th- of ref i r(:iient tlo prevaleiwo fit such lhaits rail be deter-
mined by the examination of plan provisions. Second, it is usually
more costly to provide a given benefit for a new older employee, since
contributions must be made over a shorter period; the extent of cost
differentials can also be estimated from plan provisions.

Effective Age Limits

The interaction of compulsory and automatic retirement provisions,
service requirements for normal retirement. and service crediting
limits may effectively set. a maximum age for participation in a retire-
ment plan. As an example. the 1070 International Harvester Co.Auto-
mobile Workers plan had a normal retirement age of 65: 10 years of
service was required for a full benefit but a smaller one was available
for the worker with 5 years or more of service. There was a compulsory
retirement age of 68 and service was credited up to but not beyond the
compulsory age.' Thus, if a worker age 63 were hired, he or she would
be able to quail fy for a minimum benefit, while a 64-year-old worker
would not. Iii the Ford Motor Co.Automobile Workers plan, how-
ever, there is a strict 10-year service requirement for the normal bene-
fit. with service credited to age 68.2 There, a worker hired at age 59
could not qualify for a benefit.

17.8. Department of Labor, Digest of Selected Pension Plans, 1970 Edition
Washington : P.S. Government Printing Oillee, 1971), pp. 115-116.

Ibid.. p. 86.
(101)
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The effective age linlits obviously vary from plan to plan, depending
on their age and service provisions. Reflecting the normal retirement
age of and typical service requirements of 10 and 15 years, 55 and
60 are frequent maximum participation ages (tables 35). 0%,:rall,
plans with almost a fifth of all covered workers have a maximum par-
ticipation age limit of less than 55, and another fourth are in those
with a limit between 55 and 59. There has been a trend toward shorter
service periods over the last few years. but normal and mandatory
retirement ages have been reduced more so that overall, the effective
age limits have been lowered.

TABLE 35.The effective age limits vary from plan to plan depending
on their age and service provisions; reflecting the normal retirement
age of 65 and typical service requirements of 10 and 15 years, 55 and
50 are frequent maximum participation ages

Effective see Welts

111%.,

Percent covered workers under plan

1965 19W

Without maximum participation age _
With maximum participation age

37. 8
62. 2

35.3
64.7

Under 50. 2.9 7.7
50 9.6 8.2
.51 to 54 3.8 2. 2
55_ 9.6 15. 9
56 to 59 12. 3 8. 6
60 5. 6 4.0
61 to 64 11. 6 11.2
65 6. 1 6.2
Over 65 .7 .6

Source: U.S. Department of Labor, The Older American Worker (Washington: U.S. Government Printing
Office. 1965), p. 37; and special tabulations by the Bureau of Labor Statistics.

It is uncertain, however, whether and how much the existence of
effective age limits affects the hiring of older workers in covered es-
tablishments. Some employers may be sensitive to hiring workers who
will retire without a pension, but. this might be only one of the rea-
sons, and the effective age limits may be the result rather than the
cause of discrimination against older workers. In other cases, employ-
ers might conceivably hire those beyond the maximum participation
age in order to avoid the costs of pensions. There are no a priori
grounds for assuming that the financial incentive of hiring older work-
ers in plans with effective age limits will be less than the incentives
not to hire them because they will not be able to qualify for a benefit.
It is unlikely, however, that many firms will consciously employ older
workers in order to avoid pension costs, since this would run counter
to the purpose of having a plan. Large, single-employer plans are
most likely to have maximum participation ages, and these firms are
especially sensitive to the possibility of bad publicity and union un-
rest that could come from retiring a number of workers without any
support.
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Differential Costs

The age of entry into a funded pension plan affects the annual rusts
of providing a later benefit because it determines the period over which
contributions can be made, interest will be accumulated, and with-
drawal, death, or disability may occur. The earlier the age of entry,
and the longer the period of participation, the more interest will add
to the contributions of the employer, and the greater the chance that
the worker will die or leave the plan without qualification. The exact
provisions of the plan, including the type of benefits offered and con-
ditions for qualifications, determine the extent of the differential.

Given assumptions about the rate of interest which can be earned,
the rate of turnover, and the probabilities of death or disabling injury,
the costs of any plan can be estimated. Assuming a return on pension
funds of 3.:s percent. a $100 annual increase in earnings beginning ini-
tially at $3,600 and other mortality, disability and withdrawal assump-
tions usually used by actuaries, the costs of providing benefits to two
groups of workers, one with a median age of 22 and another with a
median age of 4h were estimated for various benefit formulas in a
1964 study sponsored by the Bureau of Labor Statistics (table 36). For
a typical plan that provided 1 percent of monthly earnings for each
year of service, the annual costs for the younger group would be $117
per employee compared with $179 for the older mix, a differential of
52 percent.3 The difference would be much more in the case of a uni-
form benefit, and much less for a benefit formula based on earnings in
the lost years of service. Vesting provisions would reduce the cost dif-
ferent ads because of the high withdrawal rates among young employ-
ees, but shorter service requirements for normal retirement, more lib-
eral early retirement conditions and early retirement benefits which
are higher than their equivalent all increase the differential.*

Estimates of Murray W. Latimer as summarized in The Older American
Worker (Washington: V.S. Government Printing Office, 1985) , p.

4 Murray W. Latimer, Tice Relationship of Employee Hiring Apes to the Coat
of Pension Plana (Washington: U.B. Government Printing Office, 1965).
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The differentials would be larger if the employer were assumed to
isolate the marginal cost of hiring a particular older worker instead of
a younger applicant. For instance, a flat $150 a month benefit for a 27-
year -old employee would cost $114 under a plan with no vesting, a
10-year service requirement, and a normal retirement age of 65; the
cost for a 57-year-old employee would be $745.5 In settang hiring
policies, however, the employer probably considers the problem in
aggregate terms rather than by comparing individual cases.

In all likelihood, the differential cost of hiring older workers has
increased somewhat since 1964. Tending to reduce the differential are
the trends toward earlier vesting and the more widespread use of final
earnings benefit formulas; while the growth of mimmum benefit for-
mulas, the elimination of long service requirements, the expansion of
early retirement plans which pay more than actuarial equivalents, and
the -fall in normal retirement ages have all tended to increase relative
costs.° On the balance, it is difficult to determine whether the average
differential has increased or decreased as a result of these changes m
the provisions of pension plans. Another factor, however, has prob-
ably increased the cost gap. In 1964, when the preceding calculations
were carried out, the average return on pension funds was 8.5 percent.*
Since then there have been dramatic changes in investment patterns,
with the rate of return increasing to 5 percent or more for most lame
funds by 1970' The differential cost of hiring older workers under
pension plans is increased when contributions for a younger employee
earn a greater return for the longer period over which they are made.
A benefit of $1 per month per year of service under a plan with a nor-
mal retirement age of 65 will cost $5.02 monthly for a newly employed,
40-year-old worker if the rate of return is 4 percent, but only $.4.06
monthly if the rate is 5 percent. For the newly employed, 55-year-old
workers, the necessary monthly contribution is $7.58 at the 4-percent
rate of return and $6.78 at 5- percent" Looking at the differentials
alone, it costs $2.51 extra, or half again as much, to hire the older
worker at the 4-percent rate, while it costs $2.72 extra or two-thirds
again as much at the 5- percent rate.

Very definitely, then. most employers with pension plans have added
costs if they hire older workers. If anything the differential has in-
creased in the last decade. making it relatively even more costly to
employ the experienced jobseeker.

The Evidence

If either effective age limits or differential costs significantly dis-
couraged the hiring of older workers, their proportion among new
hires and in the total work force in highly covered industries might be
expected to decline over time. Aggregate data on the age of the work

" The Older American Worker. op. Cit., /X 43.
These trends are noted in Bankers Trust Co. 1970 Study of Industrial Retire-

ment Plans (New York: Bankers Trust Co.. 1910), PA 1-20.
Murray Latimer, The Relationship of Employee Hiring Ages to the Costs of

Penalon Plana, op. cit.. ix S.
Louis Harris & Amodates, Large Corporations and Their Pension Funds:

1970 (New York Louis Harris & Ammeiatea, Inc., 1871). p. 84
*Calculations by Murray W. Latimer, actuarial consultant to the United States

Steelworkers.
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force in different industries reveal a mixed picture. In terms of the
proportion of workers covered, and the outlays per covered worker,
the high coverage industries include transportation and public

finance, insurance and real estate, and durable manufacturing;
mining, construction and nondurable manufacturing fall somewhere
in the middle; while wholesale and retail trade and service industries
generally have low coverage and contributions." There is no clear
relationship between the changes in the age composition of an
industry's male work force and its level of retirement plan coverage
(table 37).

'a U.S. Chamber of Commerce, Employee Benefits, 1969, op. eft., pp. 13-1 ?.
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On the one hand, the proportion of older workers in highly covevi
industries has declined. In 1900, the durable manufacturing, trans-
portation and public utilities, finance. insurance, and real estate sec-
tors provided jobs for 6 percent of all employed males aged 55 to
64, and '2,7.5 percent of those t and over: by 1071. only 34.8 and
22.7 percent of the male workers in the respective age groups held
jobs in these more highly covered industries. The service and whole-
sale and retail trade industries provided jobs for 34.6 percent of 55-
to 64-year-old males and 47.3 percent of those aged 65 and over in
1960: t 1971, the pereentages increased to 36 and 57.5 percent, respec-
tively. the decline in the proportion of older workers employed in
the high coverage sectors and the increase in the ones with low cover-
age is consistent with the hypothesis that retirement plans have its-
coiragd the hiring of older workers. and also have resulted in earlier
ret i rements.

On the other hand, the changes in older workers' shares of employ-
ment in the high and low coverage industries are inconsistent with
the hypothesis. In 1960. male workers aged 45 and over accounted for
36.8 percent of the male labor force in the high coverage industries;
but by 1971, the proportion had increased to 39 percent. In the low
coverage industries in 1960, 37.9 percent of the male labor force was
45 and over, but this declined to 34 percent in 1971. Obviously, more
older workers got jobs in the expanding service and trade sectors
without increasing their share.

Because the expected shifts do not show up in the aggregate data
does not deny that jobs are foreclosed for older workers by retire-
ment plans. Available data on older male job changers alone suggest
that there is, in fact, some shift from the highly covered to the less
highly covered industries among those changing jobs.11 This is espe-
cially true of involuntary _job changers. Between 1966 and 1967, it is
estimated that 545,000 male workers initially aged 45 to 59 left jobs
in manufacturing, transportation, finance, insurance, and real estate;
only 404,000 job changers the same age found employment in these
industries, a net loss of 141,000. In the trade and services industries,
402,000 left jobs but 438,000 entered jobs, a net increase of 36,000
workers. While only 38 percent of these job changes were involuntary,
55 percent of the net increase in the trade and service sectors was
accounted for by involuntary changers; in other words, there is some
evidence that those losing their jobs could not find reemployment in
their previous industries and were pushed into the low coverage
sector.ls

Because an older job changer moved from a high-coverage industryto a low-coverage one does not mean that he moved from a-firm with apension plan to one without a pension plan or that the existence of
retirement benefits was a factor in the employer's willingness to hire
him. Conversely, though a job changer remained in the same industry,he may have moved from a cove :r. to an uncovered establishment orvice versa. There is no good aggregate data to assess this possibility.

n Data prepared as special tabulation from longitudinal study of older work-ers by Herbert S. Parnes, et al., the Ohio State University.
Ibid.
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However, information pieced together from the surveys of 62- to 65-
year -old new social security registrants is suggestive. According to
calculations based on data for the July 1968 to June 1969 period, 79
percent of the male registrants whose last or current wage and salary
job was their longest were covered by pension plans. Among those
male registrants whose last or current job was not the longest, only
22 percent ware covered in their most recent position, even though 38
percent had **en covered earlier in their longest job." Job changing
was thus more frequent for employees of uncovered firms; but also,
many of those who changed jobs moved from covered to uncovered
employment.

This still does not prove that a retirement plan influences the em-
ployer to discriminate against older workers. Measuring such dis-
crimination or its causes is difficult because the Age Discrimination
in Employment Act of 1967 makes it illegal." in 1965. however, before
the act was passed, an extensive employer survey was carried out in
five cities where there were no State laws prohibiting age discrimina-
tion in order to ascertain the extent of and motivation for restrictive
age policies and practices. Only a fourth of the surveyed employers
had specific, articulated upper age limits for one or more occupational
groups, but only a sixth had an affirmative policy of hiring without
regard to age. Among the remainder with no specific policy, at least
half indicated by comment or practice that they had preferences
which effectively precluded older applicants. Workers 45 and over
orrounted for only 6,9 percent of new hires in the firms with upper
age limits, S.G percent in those with no age policy, and 13 percent in
those with an affirmative policy. Overall, one of every five establish-
ments failed to hire any older worker 45 or over in 1965, and almost
half reported that these accounted for less than 5 percent of all their
new hires."

Employers with upper age limits, and those without them who
hired few older workers, were asked what factors explained their em-
ployment patterns (table 38). Though over four-fifths of these firms
had pension plans, fewer than 15 percent reported that these had in
some way limited their hiring of older workers, and only 8.7 percent
gave this as their major reason. Relatively few made direct references
to the differential costs of hiring older workers under the pension
plan; more frequently, the employer felt that if an older worker would
not be able to qualify under the service requirement of the plan he ar
she should not he hired." Despite the limited number of cases in which
employers claimed their pension plans were a factor, hiring patterns
of those with plans differed significantly from those without. Where
20.8 percent of the workers hired by uncovered establishments were 40
and over, only 14.8 percent of those hired into covered jobs were from
this older cohort; put in another way, firms without plans were almost
half again as likely to fill their jobs with older workers."

"Waiter W. Rolodrubetz, "Characteristics of Workers With Pe Winn Coverage
on Longest Job: New Beneficiaries," Social &way BeRetiss, Vol. 84, No. 11,
November 1971, p. 18.

"Virginia Reno. "Compulsory Retirement Among Newly Entitled Workers:
Purvey of New Beneficiaries," Social Security BOW*, March 1972, p. &

"The Older American Worker, op. cit., pp. 3-17.
"Ibid., p. 18.
"Ibid., p. 18.
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TABLE 38.Employers with upper age limits, and those without alum
who hired few older workers, were asked what factors ezplained their
employment patterns

Permit distribution
Major nasult of nunits.r of times

mentioned

Physical requirements_ 34. 2
lib requirements_ 25. 1
Company standards 9. 1

Promotion from within.. 8. 1
Earnings 7.3
Pension ;Ian costs and provisions. 6.7
Lack of skills mid experience 6.:3
Limited work life expeaney . 1
Few applicants apply 5. 0
Eduat if mal requirements 4. 2
Adapt alNilit y 3. 1
Training too long and costly 3.0
Inferior quantity eif work 2. 3
Sliwtioss in at Witting prdifieiency 2. 1
Need for balance of ages 1. 7
Undesinible 1,ers, mai characteristic 1. 7
Health insuranceof )st s and provisions 1. 4
Life insuranc costs and provisions 1._
Other 6.8

1*.!4. I leimrinient ot Labor, TAe Older elnirriean Worker (Waslitilgtoin C.B. tiovrntoil.t Printitig
11.4:11, p. io,

.1i. .1.%\t Allit

10)01:111.1 tit tilt' sigh-tantial cost differentials of hiring and covering
olike workers MAI' pension plans and at the effective age limits of
many plans nmy give an exaggerated notion of the impact of the
retirement sy4etii on the job prospects for older workers. To start
with, only half of all private sector wage and salary jobs are covered
by retirement plans. While evidence suggests that covered establish-
ments tend to hire fewer older workers, there are many factors in-
volved. Employers may not realize the differential costs or they may
feel they are inilareed by greater productivity and stability. Even if
it costs half again as much annually to cover an older worker as op-
posed to a younger one, this may amount to only 1 percent or less
of the wage and ,itipplement package. The deeision is governed by
supply and detnand factors as well as the characteristics of needs and
applicants. Pension plans are also prevalent in the high wage. union-
i7etl establishments with health, disability, and life insurance plans
which themselves add extra costs for hiring older workers.

PO O* :IS it HinV. it is not unimportant to older workers who cannot
find work or to the ones who must move from high paying pension-
covered jobs to lower paying ones in uncovered industries, that per-
haps some percentage of potential jobs have been foreclosed in the
lc 4 Iltentio to some extent because of pension plans. The impacts have
I wen eons eritnited in particular sectors and among particular workers.
and they are not instegnifirant in these cases. The normal retirement
age provi.-intis usually preclude the hiring of workers 65 and over
hi (liverd employmept. Those who are 5 to 85 are also hard hit.
because they either cannot qualify for pensions in a new job and will
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retire without benefits which the employer may wish to avoid, or else
they will qualify at an exorbitant. cost to the firm.

rtv the same token, impacts are concentrated among large. single
employer plans. In multiemployer plans. such as those found in con-
struction, the firm does not have to pay directly for the added costs of
hiring an older worker since each contribution is usually based on the
payroll and any extra costs are spread over all covered employer..
Pension plans are. therefore. less of an impediment. But the single
employer must consider this, and when the firm is so large that hiring
policies are depersonalized and are integrated into the overall manage-
ment policies. differential costs may be considered very important.
especially since the v will usually have more control over
hiring decisions than he doe s over pension levels and provisions set
through collective bargaining. Jobs in establishments covered by single
employer pl:ths include ninny of the highest paying and most stable
ones in the economy..

Though it is difficult to isolate the impact of private retirement
plans on jobs for older workers. it is a safe assumption that they are
an increasingly important factor. Since 1964. when a fifth of covered
employers felt their plans were a reason for not hiring older workers
and a tenth thought it was the major reason, the differential costs have
increased. ManaLrownt 1111'4 also probably become more concerned with
social image. Pensions are no longer viewed as a gratuity, but as
deferred wa.re. and workers who do not get benefits have more and
more frequently gotten a .ympathetic ear from the press and Con-
gress. Any previous reluctance to hire older workers who could not
later qualify for pensions has undoubtedly increased. It is also prob-
bly true tiro- the negative impacts of retirement plans were obseured
by the extremely tight labor markets which prevailed over the later
sixties. Employers may have decided that. hiring older. skilled workers
and paving. the extra poteion costs was cheaper than renehino. bad:
down the labor queue and hiring the disadvantaged who bad to he
tra ined.

These and other factors suggest that retirement plans will be in-
creasingly important in determining the job prospects of older
workers. First. not all pen,don funds have revised their investment
patterns or changed their actuarial assumptions: and among those
which have. a large number may not have yet realized the cost dif-
ferential this implies in hiring older workers rather than younger
ones. Seemid. labor markets are likely to remain much more slack
than in the sixties. with an influx of skilled workers in their twenties
competing for available jobs. so that employers would not be under
as much compulsion to hire older workers. And thin'. trends toward
earlier retirement are likely to continue. which will not only increase
cost differentials for hiring older workers, and push back the effective
age limit, but will probably shift the focus of hiring policy toward
the goal of obtaining a younger work force.

These changes will not be sudden or dramatic, but over the long
run they may have a significant impnct. In large. single employer
plans, typically in durable manufacturing, transportation, communi-
cation, and public utilities, the work force will get younger as present
employees retire earlier and new accessions are drawn from among
younger workers.

07-408-73---



S. TIIE POLICY INIPLICATIONS

The following conclusions are based on the preceding analysis, but
also on additional data and information: and on the judgments of the
author. The discussions of pension legislation are focussed on pro-
posals before the OM Congress. The provisions of legislation currently
being considered differ somewhat, but the conceptual issues remain the
same.

The Importanee of the Labor Market Impacts

With rapid growth and maturation over the last decades, the private
retirement system has developed into an important labor market insti-
tution. ('ontributions to pension and profit-sharing plans are absorb-
ing a growing share of the wage package, and are consequently becom-
ing of more concern to employers and employees. The retirement plan
is increasingly recognized as a management tool which can be used
to phase out older workers. to reduce the labor force, or alternatively,
to attract, retain, or motivate employees. It is also becoming accepted
as a fee+ of life which must be considered in policymaking. Manage-
men? .st adjust its policies to negotiated changes in plan provisions
%vliicii may lead to mulesired earlier retirements, extra costs of laying
off older workers under special early retirement provisions, or contri-
butions for many years in the future to finance higher benefits and
liberalized provisions. On the other hand, the employee, or the union,
must be increasingly concerned with maximizing benefits from the re-
tirement plan. For the individual, this may mean sticking with a job
another year or two until qualification for vesting and either moving
up or delaying the decision to retire. For the union, the goal is to bar-
ance retirement plan demands with other components of the compen-
sation package, and to balance the changes within the retirement plan
in order to satisfy its members and to get the most for them.

Though these various impacts are not insignificant and are certainly
increasing, it is easy to exaggerate their importance by concentrating
on atypical cases and projecting these into the future. Many analysts
believed that special early retirement provisions would become uni-
versal when they were negotiated in the early sixties in several large
industrial plans, but in fact, they k: re neither copied nor widely uti-
lized once they were instituted. Similarly, the thrust toward 80 and out
provisions in the pension plans of a few large industrial companies has
led to fears of an 'early retirement time bomb" which may drastically
alter the work patterns of the labor force. Other claims have been made
that retirement plans have indentured the labor force, or that they
have foreclosed jobs for older workers still wanting to work, creating
a crisis for our senior citizens.

These claims about massive labor market impacts are not supported
by available evidence. For the most part, as shown in the foregoing
analysis. changes in retirement patterns, labor mobility, and the avail-

(112)
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ability of jobs for older workers have been gradual: furthermore, the
discernible developments eau only he partially attributed to changes
in the private retirement system. 'the impacts of pension and profit-
-411armg plans are concentrated among workers in the older age brack-
ets and among industries and establishments with the most compre-
hensive plans. When aggregate data are considered for the entire labor
force and for low-covered as well as highly covered industries, the
separate effect of the retirement plans are moderate.

Their predominant influence has been to lower the age of retire-
ment. The labor force participation rate of workers 65 and over has
declined dramatically in the last decade and pension and profit-shar-
ing plans have contributed. Other factors are probably more impor-
tant: that is liberalized social security benefits and increased affluence
have made retirement easier, while changes in the demand for labor
may have foreclosed jobs for less educated older workers. Neverthe-
less, changes in plan provisions toward lower normal and early
retirement ages and toward automatic retirement have been a
significant factor in reducing the desire and opportunity to continue
working past page 65.

For the work force in the 60- to 64-year-old bracket, the impacts
are somewhat less, but still significant. Voluntary early retirement is
becoming more wideqpread as-benefits are liberalized, and all evidence
indicates that the trend will continue. But there is still a long way
to go before a substantial proportion of pension and profit-sharing
plans provide a benefit which, even when combined with social secu-
rity at age 6-2, provides a meaningful alternative to earned income
and the wherewithal to live comfortably in retirement. The leera-
tive early retirement benefits provided by the automotive plans and
those in a few other industries are the exception rather than the rule.
Perhaps more significant is the trend toward lower normal retire-
ment ages and the proliferation of service-only requirements; these
will have an increasingly important impact on the 60- to 64-year-old
cohort in the current decade.

To a certain extent, the differential costs of hiring older workers
under pension plans, and the reluctance to hire those who will not
qualify for benefits is reducing the number of opportunities for job-
seekers in their fifties and sixties. The impact is greatest in the indus-
tries with liberal benefits which are usually trying to phase out their
older work force through early or compulsory retirement. While there
has been no significant shift in the distribution of older workers into
the uncovered sectors of the economy, the reason is mainly that joh
changing is limited among the older cohorts so that the shift does noc
have much of an impact on aggregate distributions.

To a limited degree, private retirement plans have been used
to cushion layoffs and rising unemployment by coaxing or pushing
older workers into retirement during recessions, thus opening jobs for
younger workers. Changes in plan provisions and improvements in
'benefit levels have increased the proportion of older workers who at
any time can retire with immediate benefits of some significance under
early, normal, special, or mandatory retirement provisions; this trend
will continue. It might, therefore, be expected that in a future reces-
sion, if it occurs after an extended period of low employment, retire-
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ments under pension and prolit.sharing plans may increase more than
in the 1969-70 recession where they had only a minor countereyelical
effect.

The impacts of retirement plans on the labor market behavior of
younger workers are not very great. except in the few cases where
special early retirement provisions or early retirement based on service
alone may permit retirement in the late fifties or early sixties. Retire-
ment plans have no noticeably changed aggregate rates of labor mobil-
ity, though clearly some workers are discouraged from changing jobs at
some times in their lives. Trends toward earlier vesting have in the last
decade apparently balanced any immobilizing effect of rising benefits
and this will probably continue over the seventies.

Finally, the impacts of retirement contributions as a deferred wage
and a labor cost are increasing. Covered establishments and their em-
ployees generally accept and expert these contributions as part of the
compensation package. The type and level of benefits which are pro-
vided may affect the satisfaction and attachment of workers to a minor
degree: for instance. profit-sharing plans may marginally increase
productivity in some industries. The growth of contributions is one of
the factors making employment in the covered sectors more attractive
than elsewhere, regardless of any changes in relative cash compensa-
tion. Thus, the retirement system is a hidden and increasingly impor-
tant aspect of the bifurcation of the labor market into primary and
secondary sectors, making workers in the former better off after retire-
ment as well as in the present. But these effe:t-, are certlinly
peg nheral.

Tholuth most of the labor market i pacts of the private retirement
.-ystem have been modest to date. they are likely to become more sig-
nificant in the future. As plans mature, benefits will be increased and
eligibility provisions broadened so that more and more covered workers
will be eligible and will take retirement plans into account in their labor
market decisions. Increased contributions will be required from em-
ployers and they will become more aware of how to manipulate or at
least cope with retirement plans as a part of good management. With
all this said. the evidence does not suggest. any sudden disruptions in
current. trends of development, or any cataclysmic changes. There is
not likely to be any sudden bankruptcy of employers as they must meet
pension commitments, no wholesale foreclosure of jobs for older work-
els, and no massive exit from the labor force of workers in their late
fifties or early sixties.

Legislative Concerns

This does not mean that nothing can be or should be done to channel
the further development of the private retirement system or to better
cope with its impacts. Perhaps because of the diversity of the private
retirement system. or perhaps because it developed only recently as
an important supplement to social security, there has been, to &lie, a
minimum of governmental guidance and regulation. The Welfare and
Pension Plans Disclosure Act. of 1958 (IVPPDA) requires the dis-
closure of certain information and provides for the regulation of some
types of serious misconduct. but it does not have any enforcement
teeth. In 1970, there were 174.010 welfare and pension plans on file
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with the Department of Labor, but only 533 cases of violation were
dosed, and only a fifth of these involved action to correct misconduct.
by retirement plan managers.' There has also been a minimum of over-
sight exercised under the tax laws, and almost none under the Wagner,
Taft-Hartley, and Landrum-Griffin Acts which provide penalties for
some violations with jointly administered funds:"

Tor over a decade. stronger regulatory legislat ion has been urged to
correct a number of alleged deficiencies in the private retirement sys-
tetn. In a comprehensive investigation completed in 1965, The Presi-
dent's Committee on Corporate Pension Funds concluded that:

( 1 ) Mere were no effective prescribed government. standards applic-
able t,) wel fare and pension plans:

Stai e laws were inadequate to cope with violations of fiduciary
trust by trustees, employees, or administrators :

4 :1 ) Vesting provisions were generally severe and restrictive, or non-
existent :

() Numerous plans were not adequately funded;
I t) Plans frequently terminated prematurely, with no insurance to

provide for payment of accrued benefits to workers: and,
(6) Employers could be immobilized by the lack of portability of

earned pension credits.3
A variety of legislative measures have been introduced since then to

deal with these observed deficiencies and hearings have heen held in
a 1 n Jost every session of Congress.' The 92d Congress was no exception :
a wide array of pension reform bills were introduced, and one, the Re-
t Security for Employees Act (S. 359S) was reported
out of eommittee but too late for Semite action. All of these legislative
proposals deal with essentially the same set of istues.

One of the primary concerns is the establishment of a Federal mini-
mum standard for resting. There is copious documentation of workers
who have held the same pension-covered job for 15 years or more,
never qualifying for a retirement benefit because of strict age and
service requirements for vesting. Despite the trend toward more liberal
provisions, many plans have lagged behind. providing the worker lit-
tle in the way of benefit security. But liberal vesting increases the costs
to employers, since more workers will qualify for benefits, and there is
opposition to minimum requirements, or at least to those which will
affect a large proportion of all plans.

Among, the legisirtive proposals there are several approaches to vest-
ing. The Retirement Income Security for Employees Act would re-
quire the vesting of 30 percent of accrued benefits after 8 years. and
111 percent each year thereafter so that full vesting would be achieved
after 15 years.5 Another proposal (S. 2485-92d Cong.) would require

*r.s. Department of Labor. Labor Management Services Administration.
Welfare and Pension. Plow Disclosure Act: 1970 Report to emigres* (Washing-
ton : r.e. Government Printing Mee. 1970). p.11.

Merlin Report of Activities of the Private Welfare and Penalon Plan HWY.
1971. Senate Committee on Labor and Public Welfare. 92d Congress. but Session
(Washington : U.S. Government Printing Office. 1972), pp. 4-5.

' Ibid.. p. 28.
p. 27.

" "S. 359PThe Retirement Income Security For Employees Act of
greaaional RerordSenate, October 12, 1972. S. 17728.
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full vesting after 10 years, with various optional formulas:3A slightly
different approach is contained in the bill introduced by the Nixon
administration (H.R. 122-92d Cong.). This would adopt a -rule
of 50," that is, at least half of an employee's accrued benefits would be
vested when ag" plus years of participation totaled 50, and at least
one-fifth of the balance would be vested in each of the next 5 years.?

Measures to provide for the portability of vested benefits are closely
related. A worker who stays at one job for a given period of years and
gets a benefit based on his final salary times years of service will re-
ceive a higher benefit than a worker moving through a number of
similar plans. even if he attains a vested right in each, which is un-
likely. It is alleged that this provides an impediment to mobility and
certainly the job changer would benefit if he could carry his credits
with him. Most pending legislation merely recommends further study
into this issue. but the Retirement Income Security for Employees Act
would provide for a central pension fund which would accumulate the
contributions voluntarily transferred to it in fulfillment of the pension
obligations to individuals who have left specific plans. These could
either be accumulated until age 65 or used to buy into new plans.

Another major legislative issue is the security of vested rights and
continued retirement income. There have been a number of cases. the
best known of which is the Studebaker shutdown, when establishments
have closed down without enough money in the pension fund to pay all
accrued benefit liabilities. Pending proposals would require more con-
scientious funding by employers, would protect the worker against
mismanagement of the pension funds. and would insure aminst the
loss of benefits due to a shutdown before contributions for accrued
benefits had been accumulated. For instance, one proposal (H.R. 1269
92d Cong.) would require plans to fund all past service liabilities over
a 25-year period, and in every year to at least meet accruing liabilities
plus interest on those left unfunded. A premium would be paid each
year to a pensicm bi'nefit insurance corporation based on the amount of
unfunded liability to protect against termination of the plan. Finally,
much more detailed reporting would be required of retirement plan
provisions to workers and of financial dealings to the Department of
Labor.*

If vesting. funding, reinsurance, portability, and fiduciary standards
were established. the cost of pension plans would be raised for those
employers who had to improve their plans to meet these standards and
for those who were just initiating plans. The usual maturation p.lcess
has been to start with a large unfunded liability and then to catch lip

iover the years. Federal legislation which raises initial costs might dis-
courage the initiation of new plans. This is one of the issues raised by
opponents of Federal standards and those who would keep them.at a
minimum. To stimulate the growth of coverage. the administration's
proposal (H.R. 12272-92d Cong.) would permit any individual not
covered by a private employees retirement plan to deduct from fed-
erally taxable income 20 percent of the total up to 141.5110 annually

p. 110.
The Administration's Private Pension Proposal (Washington : Amortenn

Enterpriap Institute. 19721. P. 22.
Interim Report of Activities of the Private Welfare and Pension Platt Rtutly.

1971. op. eft.. p.110.
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when this is set aside in a Ilona fide retirement plan. These contribu-
tions would have to be held in separate trust and could not be with-
drawn until retirement age.9 Given the incentive of tax deductibility,
it is hoped that uncovered individuals would be able to help themselves.

These issues will have to be faced by the 93d Congress ;lint if as ex-
pected, some pension reform legislation is passed. the same issues will
remain in deciding how quickly and strictly to implement the regula-
tions. and in the future, hoar much to raise the minimum standards.
Among the factors which must be considered are the labor market im-
pacts of proposed changes. For instance, it has been argued in support
of minimum vesting standards and voluntary portability arrange-
ments that they would alleviate the immobilizing impact of private re-
tirement plans. This is, of course, a secondary concern; the major
issue is to protect the welfare of the worker who holds a job for many
years without earning a vested right. But the labor market impacts
cannot be dismissed without consideration.

Labor Market Implicationa

One obvious policy implication of the analyzed labor market im-
pacts is that the administration's vesting approach. the "rule of :O."
has very serious drawbacks. The evidence is fairly conclusive that
there are already substantial differential pension costs in hiring older
workers which have resulted in a declining proportion of them being
hired in highly covered sectors. Pensions are not foreclosing all jobs.
hut they are certainly reducing the chances of finding reemployment
at a late age in the more attractive areas.

Quite obviously, the "rule of 50" would add to this impact. I f a
worker aged 50 were hired and worked for 5 years. he would be fully
vested at the end of the period. If a 35-year-old worker were hired,
he would have no vested right after 5 years, and a 20-year-old would
have no vested right until the 15th year of service. A much larger
proportion of younger hires would leave the plan before qualifying
for a benefit, so that it would be much less costly to hire them. The ad-
ministration's proposal would soften this impact somewhat. For work-
ers near or beyond age 50 when hired. there could be a three year delay
until the beginning of participation. This would reduce, but would
not eliminate the disincentive to employ older jobseekers."

Neither on the grounds of equity nor efficiency is the combined age
and service requirement preferable to a service only formula. Most
plans now take the latter approach, sometimes with a minimum age
requirement but rarely using the combination age and service total as
a standard. The "rule of50" would force them to adopt a new approach
which would reward different workers and would increase the differ-
ential cost of hiring older jobseekers. There are no equity grounds to
justly vesting the 45-year-old worker with 5 years of service rather
than the 35-year-old worker with 15; in fact, it would seem fairer to
give the benefit first to the worker with longer service. Whether or not
this is true, the fact remains that older jobseekers would be increas-
ingly excluded by a combined age and service formula.

The Administration's Private Pension Proposal, op. cit.. pp. 7-9.
"The Administration's Private Pension Proposal, op. eiL, p. 28.
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There are other labor market implications of private retirement
plan reform legislation. but these are much less elearcut. First. the
minimum vesting standards and voluntary portability arrangements
which have been proposed are likely to have a negligible impact on
labor mobility. As suggested by the preceding analysis, the evidence
indicates that retirement plans impede voluntary job changing for
only a minority of those considering moves and on'y during the period
immediately preceding qualification for a present or future benefit.
Furthermore, workers with long tenure who are the most likely to
be affected by retirement. plans are the least likely to move anyway.
accounting for only a fraction of all job changers. If legislative action
lowers the service requirement, for instance, from 1 to 10 years, the
impact on each worker approaching qualification will be less. since
lie or she will have less accrued service in calculating the benefit and
a greater discount because it is further in the future : on the other
hand. more potential job changers will be affected since mobility for
tho:me with close to 10 years of service is much higher than for those
with nearly 1. The net impact of the modest vesting standards which
have been proposed by legislation will, therefore. minimal in the
aggregate.

The voluntary portability arrangements of the Retirement Income
Security for Employees Act are likely to have an even more meager
impact. There are many technical problems involved in transferring
pen.:ion credits. and there is little likelihood that the arrangements
will lie used by mahy individuals or employers. Whether or not they
are utilized. however, few workers probably understand how plan
provisions can interact to yield a greater benefit for continuous service
1111111 for separate periods of vested service: It is unlikely that workers
who have just been vested will decide not to move to another job where
they call also gain a vested right because they project a differential
total benefit at the end of their worklife. It is therefore unlikely that
they will be more willing to change jobs because they can carry their
vested pension credits with them.

This is not to argue that minimum vesting standards and portability
arrangements are undesirable. The welfare and equity arguments for
both may be compelling. And there is no doubt that immediate full
vesting and complete portability would, if they were ever achieved.
provide some stimulus to labor mobility. The fact remains, however,
that deferred graded vesting after 8 or 10 years and voluntary porta-
bility arrangements will have almost no impact on mobility.

Second, funding and reinsurance provisions are likely to make
retirement plans somewhat. more attractive to employees and less
attractive to employers. From the employer's point of view, the rein-
surance premium will raise retirement plan costs, especially where
there is a large unfunded liability. In plans that are well established,
with little question of future viability. reinsurance raises costs with
little added benefit. The extent of the added costs may be small if risk
factors are used to determine reinsurance premiums. Funding require-
ments may reduce the flexibility which retirement contributions offer,
while greater emphasis on funding schedules, and particularly the
setting of standards for reasonable actuarial assumptions as to invest-
ment return expectations, may make employers less willing to expand
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benefits to the extent they are not raising them in the expectation of
increased earnings on reserves. For employees, on the other hand, re-
insurance and more stable funding will mean increased benefit smarity.
To the extent that the employee now discounts his deferred wages by a
risk factor based on the chances of plan termination with unfumled
liabilities, the discount will be reduced. In all likelihood, however. few
employees consider this possibility unless they are near retirement age
and their employer is known to be on extremely shaky ground. Even in
the case of the Studebaker shutdown, the union recognized and in a
sense, accepted the existence of a large unfunded liability in order to
provide a larger immediate benefit; it apparently did not consider the
possibility ofplan termination." If there is a rational discount of the
dollars going into retirement plans. it is prohiblv related more to the
individual's fear of leaving the plan before qualifying than to the fear
that the plan itself will he terminated. Employees may not value re-
tirement deferrals because they expect to move on to another job
before qualifying. Earlier vesting may in this sense tend to assuage
younger workers who would prefer direct wages to increased benefits.
All these effects. however, are hypothetical. Many employees would
not he a Sleeted. and many of those affected would not realize the differ-
enee. Some employers would have extra expenses to come up to mini-
mum standards. but these might be met by simply delaying benefit
level increase's or other changes in the plans. For the most part, then,
the proposed regulai ions would have only a very modest effet on the
deferred wage and cost of labor aspects of private retirement plans.

Tl;irtl. by raisin. the minimum standards and costs of retirement
plans, and reducing the flexibility with which they can be adminis-
tered. proposed legislative changes may further retard the growth of
coverage into new firms. Expansion has been slow in the last decade.
and it is not likely to speed up. While the administration's proposal to
provide tax deductibility for individual contributions into retirement
plans recognizes the existence and inequity of the existing "have and
have not division. and while one of its aims is to reach out to uncov-
creel workers. it is unlikely to do much to correct this situation. even
if aceepted. Firms without retirement plans usually pay low waues.
and neither the employers nor employees are able to support WIT Sig-
nificant if any pension contributions. Tax deductions will largely help
those few more affluent workers who are not covered rather than the
much larger number of uncovered low wage workers who simply can-
not afford deferral of any income. The mechanism is also suspect be-
..,um it makes the tax on savings regressive, yielding more benefits to
the Moller paid worker who has the higher tax rate and therefore is
subsidized on a large proportion of contributions." A formula which
reduced taxes by some fixed proportion of retirement fund set-asides
would be more helpful to the lower income worker. but the fact re-
mains that few low earners could save much on their own. Institutional-
ization of deferrals in formal pension and profit-sharing plans is the

Testimony of Clifford MaeMilinn in Private Penxion Plan*. Hearings 1.4.fore
Subcommittee on Fiscal Policy of the joint Economic Committee. 89th Contrress.
24 session (Washington. U.S. Government Printing Office. MIL pp. 107-109.

"Statement of Andrew Biemiller before House Ways and Means Committee on
H.R. 12272, May 11. 1972 (mimeographed).
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only hope for the majority of those who must struggle to make ends
meet. and their chances of being helped by new plans may be reduced
by the changes initiated to assist covered workers.

Future Labor Market [ma
Though the labor market impacts of retirement plans play only a

secondary role in current pub. lc policy deliberations, they are likely
to be a somewhat more import4nt factor in the issues winch loom on
the horizon. S. e of these suggested by the previous analysis.

First. comm. wy and automatic retirement provisions are likely to
come under increasing scrutiny. A large proportion of those who con-
tinue working in their sixties. especially past 65. are forced out of
their jobs either by these provisions or by employment policies related
to retirement plans. Mandatory provisions are becoming more often
automatic than discretionary, and provisions of all types will prolif-
erate as the normal retirement age is reduced. Where funds needed
to pay the retirement benefit have already been accumulated. and the
benefit is considered adequate, the employer will be under no com-
punction to continue employing older workers who are felt to be less
proactive. When the normal retirement age is CO or 62. more workers
may want to continue on the job than when it is 65. and as a result.
they may object, more strenuously if they are pushed out of work.
Compulsory and automatic retirement provisions are not an essential
part of pension or profit-sharing plans in the sense that they reduce
dire/ pension costs: the retirement plan is simply a way of worn-
'dising the employer's aim of .getting rid of older workers. Prohibi-
tion of such policies and provisions may he necessary. especially if the
mandatory retirement age begins to inch below tiff.

Second. whether or not the -rule of 0" is adopted as a vesting
standard. it is likely that the impact of pension plans on the hiring
of older job seekers will come under increasing scrutiny as more older
people are forced out of johq but still want to work. as there are
relatively more young workers competing for jobs. and perhaps as the
agave ate unemployment rate reaches an equilibrium above the level
of the sixties. One solution is to subsidize the differential pension costs.
if there are any. involved in hiring older employees. Alternately. em-
ployes should. also he urged to adopt more widely the types of benefit
formula% such as those based on years of service and final period
earnings. whiel, minimize the differentials,"

Third. as more and more people take advantage of lucrative early
retirement provisions which will be available in a growing minority
of plans. there may he some controversy if they reenter the labor force
and compete for the jobs of other worliers who are not covered or have
not qualified for early retirement. Likewise. as normal retirement ages

imAied to 60 anti below. there will be the same potential problem
of competition between haves and have nots for jobs. Society may
very well feel that there should be a minimum age for normal retire-
ment. such as the 62 threshold under social security, and that benefits

"President's Committee on Corporate Pension Funds and Private Retirement
and WelfarA Programs. Public Polley and Private Welfare Program* (Wash-
ington. U.S. Government Printing (Mee. 106151. p. 16. and see eh. 7.
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should be actuarily reduced for retirement before this age. It may well
be that the taxpayer does not want to subsidize extremely early retire-
ment except in the ease of disability or layoff or other special situ-
ations and tax laws might be used to set a minimum age. On the other
hand, covered workers who are able to retire at an early age may feel
they should have the option of working, and might oppose any re-
employment restrictions.

Fourth, in order to increase the countercyclical impact of retirement
plans, it might be possible to provide unemployment insurance pay-
ments in addition to retirement benefits to early retirees in periods of
high unemployment. tinder current State laws. retirement beneficiaries
are ,.onietimes automatically disqualified, but in most cases the un-
emidoyment insurance payment is offset by the amount of the retire-
ment benefit. It might be possible to provide a Federal supplement in
tiniv-1 of high unemployment to workers who either voluntarily or in-
rpluntarily leave their jobs under early or normal retirement provi-
sions. If several hundred thousand workers could be encouraged to
retire, the welfare loss would be less than having an equal number of
younger workers off the job.

Fifth, as workers retire earlier, the problem of the erosion of bene-
fits by inflation will grow more critical. There has been a marked
trend toward benefit formulas based on terminal earnings in order to
protect the worker somewhat from inflation. but this does not help the
worker who has already retired. If there is an annual inflation rate of
4.5 percent, the real value of a stable benefit will be cut in half in 15
yenr-:. :mil the 55-year-old early retirees stand a good Aimee of living
at icast this long. In all likelihood, therefore, cost-of-living provisions
will he one of the benefit dimensions which will increase greatly in the
coming decade. If this occurs, there are significant implications for
the wage-price relationship. Cost-of-living adjestment provisiois
under wage agreements contribute to the wage-price spiral, and this
impact. will he increased if employers have to increase contributions to
pro ide higher benefits to current as well as future beneficiaries.

Sixth, because of the increasing labor force participation rate of
women and the trend toward earlier vesting which will permit them to
qualify for benefits despite their typically shorter job tenure, it can
he projected that the proportion ot women receiving benefits will be-
gin to increase rapidly. One issue which till: wi;I raise is whether
women should get the same benefit or qualify under the same stand-
ards as males.. 65-year-old white woman can expect to live another
16.4 Years compared with 12...R years for a male. A standarii benefit
basal nn earning's and years of service will be more costly for the
female than for the male because it must be paid over a longer period.
Where the work force under a plan is largely male or largely female,
there is no problem: but when it is mixed, a decision must be made
relative to contributions and benefits for the sexes.

The Broader Questions

While these specific current and future issues are important. there
are more basic questions about the private retirement system which

"T. .T. Gordon and R. E. LeBeau. "Employee Benefits. 1970-145." op. eft..

ILO&
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must be addressed and hopefully resolved. The preceding analysis has
assumed that pension and profit-sha..ing plans are worthwhile. and
that they will continue to evolve in their present directions with some
increased governmental regulation but generally under their own mo-
mentum. It is a matter of judgment whether the system which exists
is generally equitable and effective, and how or in what ways it should
be changed; it is only an assumption that it will not be drastically
altered.

One basic and still unresolved issue is whether the dual sy,tem of
private retirement plans and social security, and the relative balance
between them, is acceptable. As mentioned previously, there are sonic
rho would argue that the public retirement system, with its early vest-
ing, portability, and almost. complete universality, should be expanded
relative to the private system. There is no doubt that an accelerated
increase in social security taxes and benefits would cheek the growth
of private retirement plan contributions and benefits.

In defense of the private retirement system, and its status relative to
social security, several points can be made.

First. many of the faults of the system are being corrected in the
course of its own development. through trends toward earlier
vesting and through maturation which usually leads to fuller funding.
Legislative regulations such as those proposed should improve the
worst plans without fundamentally altering the system.

Second. private retirement plans have significant advantages over
social security in terms of their flex il Their variability serves an
important function. Worker interests differ: tlw autoworker may be
more concerned with retiring early from a physically demanding job
than the college professor who is more interested in the portability
aspects of his plan. Employer interests also vary: in technologically
intensive industries such as petroleum, older workers may be relatively
less productive thtin in retail trade. and the retirement plans in the
first ease would mote likely stress lower retirement ages. Overall. it is
a fundamental fact that the ability to pay for retirement plans varies
between worker groups and firms. There is no way that every worker
could get the retirement benefit of the automobile workers unless there
were a massive redistribution of income in society. Social security, is.
in fact. becoming a mechanism for redistribution, and proposals for
financing out of tax revenues would increase this transfer effect. Un-
less it is believed that all individuals should have an equal income in
retirement. private retirement plans are important in letting relatively
more affluent workers prepare for their futures above and beyond the
floor of adequacy provided by social security.

Another advantage of the private retirement system is that. despite
sonic exceptions, pension and profit-sharing plans are funded while the
social security system operates on a pay-as-you-go basis. The savings
which are generated by the private system are probably a positive fac-
tor in the growth of the economy, and there is no doubt. that funding
alleviates much of the intergenerational transfer inherent in social
security. Br the time the current pm-ion-cox eyed wi rke.
enough will have been accumulated through deferrals from wages to
provule most if not all of his or her benefit. While some of current
contributions go to meet past service liabilities, the proportion is much
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high in order to open jobs for others. This will have a desirable coun-
ten-Mica! effect in the aggregate, but what is the tradeoff with the
welfare loss of individuals .rho are forced off their jobs under pension
plans?

The question of tradeoffs also arises in other contexts. For example,
pension fund investment patterns might have undesirable financial
consequences, but any regulations which reduce the returns on these
funds would also truce the benefits %hid' could be provided. Like-
wise, the institutionalized savings and investment of pension funds
may have unwanted aggregate economic effects if the economic situa-
tion is such that there is too much saving and too little consumption.
In these cases, actions may be justified which have nothing to do with
the effectiveness of individual plans to provide for the welfare of re-
tired workers.

These various questions cannot be resolved in any absolute way.
Tradeoffs and strategies will depend on circumstances encountered at
particular points in time. Decisions will usually be marginal in the
sense that they will be made only when particular problems become
acute and only to the extent necessary to correct these problems. Thus.
for example. the issue will not be whether to eliminate private pension
plans and to have all contributions made to a central fund, but rather
whether to further raise social security benefits or to require the deposit
of accrued vested contributions in a central fund when a worker moves
outside the coverage of a plan. The decision which is made will depend
on a number of normative and philosophical as well as pragttie n rom-
molts. It is imports nt. however, that the broacher questions be kept in
mind when the more specific problems are addressed.

The Need To KNOW

In order to deal with these current and future issues, there is a need
for much more information about almost all aspects of the private
retirement system. For such an important and pervasive institution.
the data concerning private retirement plan characteristics, coverage.
contributions, benefit levels. and beneficiaries, are woefully inadequate.
Available information must be pieced together to get even a crude de-
scription of the private retirement system. To measure the impacts of
this system. broad inferences must be made linking descriptive data to
observed outcomes.

For instance. in assessing the relationship between private pensions
and labor mobility. the only recourse is to look at the vesting and early
retirement provisions. to theorize about the impacts, and then to exam-
ine aggregate quit rates and tenure in specific situations where it is
hypothesized that private retirement plans will have significant influ-
ence. What is unavailable is data which can be of use to directly coin -
pare the behavior of firms and workers covered by various types of
retirement plans with the behavior of uncovered firms and workers.

To fill this gap, there are a variety of informational needs: First.
in hypothesizing about any labor market impacts. the assumption is
that the worker is completely rational and understands what he has to
gain or lose by a specific course of action. Yet the countless stories of
unrequited expectations of older workers which have been presented
to justify pension reform legislation suggest that many individuals do
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not understand the terms of their plans or their implications. One of
the most vital needs, therefore, is to determine how much em loyees
know about their plans and how much they take this knowledge into
consideration. Looking particularly at the issue of labor mobile y, job
changers and those who would like to but do not change employers.
should be intensively interviewed to determine their understanding of
the retirement plan considerations.

Second, employers, like employees, may not be completely cognizant
of the implications of their retirement plans. The provisions may or
may not be best suited to the needs of the firm, and the employers may
not understand or care about such factors as the differential costs of
hiring older workers or the possibility of using plans as a layoff device.
Actual policies may differ significantly from articulated provisions.
More information is needed to explain the business management di-
mensions of nrivate retirement plans.

Third. a longitudinal study is needed tracing older workers into
retirement to specifically isolate the influence of different types of
retirement plan provisions on future labor force participation. The
available studies on retirement patterns usually go no further than
asking whether a worker is covered or uncovered and will or will not
receive a benefit. The effect of varying benefit formulas and levels, as
well as different early, normal, and mandatory retirement provisions
need further study.

Fourth. a large -scale eompo ativ.. study is 'wiled of the behavior
of firms with and without retiremehi plans of different types. and of
employees in these firms. This is the only way that the plans can he
linked with the behavior of employers and employees. Possibly. this
comparative study could determine the degree workers understand
plan provisions. and could also focus on older workers nearing retire-
ittelit age.

A comprehensive project to study the labor market implications
of the retirement system is warranted. Pension and profit-sharing
plans have a variety of significant and increasing impacts on employ-
ers. employees. and the economy as a whole. The private retirement
system is clearly an important labor market institution as well as a
mechanism for improving the welfare of retired workers. Further
study is vitally needed.
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